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UNITED STATES-CHINA ECONOMIC RELA-
TIONS AND CHINA’S ROLE IN THE GLOBAL
ECONOMY

THURSDAY, OCTOBER 30, 2003

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 2:10 p.m., in room
1100, Longworth House Office Building, Hon. Bill Thomas (Chair-
man of the Committee) presiding.

[The advisory, the revised advisory, and the revised advisory #2
announcing the hearing follow:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: 202-225-1721
October 06, 2003
FC-9

Thomas Announces Hearing on
United States-China Economic Relations
and China’s Role in the Global Economy

Congressman Bill Thomas (R-CA), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on United States-
China economic relations and China’s role in the global economy. The hearing will
take place on Thursday, October 16, beginning at 2:00 p.m., and Friday, Oc-
tober 17, 2003, beginning at 10:00 a.m., in the main Committee hearing
room, 1100 Longworth House Office Building.

Testimony on October 16th will be from invited government witnesses. Testimony
on October 17th will be from private-sector witnesses. Also, any individual or orga-
nization not scheduled for an oral appearance may submit a written statement for
consideration by the Committee or for inclusion in the printed record of the hearing.

BACKGROUND:

Since the United States and China established diplomatic relations in 1979,
China has become an increasingly important trading partner of the United States
and a major player in the global economy. Two-way trade between the two countries
has increased since that time, growing from $4.8 billion in 1980 to $147.2 billion
in 2002. In 2002, China was the United States’ fourth largest trading partner, the
third largest supplier of U.S. imports, and the seventh largest buyer of U.S. exports.
The U.S. trade deficit with China was $103 billion in 2002, increasing by more than
$20 billion between 2000 and 2002. Imports into the United States from other major
Asian trading partners decreased by more than $40 billion during that same period.
The United States is the second largest overall foreign direct investor in China.
China is one of the world’s fastest-growing economies, with an average annual
growth rate of 9.3 percent. Reflecting its growing role in the world economy, China
became a member of the World Trade Organization (WTO) on December 11, 2001,
after many years of negotiations on its accession.

Since its accession to the WTO, China’s integration into the global economy has
proceeded rapidly and impacted its trading partners, including the United States.
As a result, Congress, the Administration, and the U.S. private sector have focused
on China’s compliance with its WTO commitments, its trade balance, and the rela-
tionship between China’s pegged currency and trade with the United States.

The goal of this hearing is to discuss China’s importance as an economic partner
to the United States and the issues surrounding the United States—China economic
relationship. In announcing the hearing, Chairman Thomas stated, “China is an im-
portant player in the United States and the global economies. However, we need to
ensure that China is integrating itself into the rules-based trading system that gov-
erns all WTO Members. During this hearing, we will focus on China’s important
role in the global economy as well as on China’s progress in meeting its new trade
commitments.”

FOCUS OF THE HEARING:

The hearing will focus on United States-China economic relations and China’s role
in the global economy, with a narrower focus on the following: (1) implementation
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of China’s WTO accession commitments (including issues relating to removal of
quotas and tariff-rate quotas, export subsidies and discriminatory taxes on imports,
and the use of non-tariff barriers to limit bio-engineered imports); (2) trade relations
between the United States and China; (3) China’s currency management; and (4)
the relationship between trade with China and the U.S. economy, particularly the
manufacturing sector.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Bill Covey or
Peter Sloan at (202) 225-1721 no later than the close of business Wednesday, Octo-
ber 8, 2003. The telephone request should be followed by a formal written request
faxed to Allison Giles, Chief of Staff, Committee on Ways and Means, U.S. House
of Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515,
at (202) 225-2610. The staff of the Committee will notify by telephone those sched-
uled to appear as soon as possible after the filing deadline. Any questions con-
cerning a scheduled appearance should be directed to the Committee staff at (202)
225-1721.

In view of the limited time available to hear witnesses, the Committee
may not be able to accommodate all requests to be heard. Those persons and
organizations not scheduled for an oral appearance are encouraged to submit writ-
ten statements for the record of the hearing. All persons requesting to be heard,
whether they are scheduled for oral testimony or not, will be notified as soon as pos-
sible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly
their written statements in no more than 5 minutes. THE 5-MINUTE RULE
WILL BE STRICTLY ENFORCED. The full written statement of each wit-
ness will be included in the printed record, in accordance with House
Rules.

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Committee are
required to submit 300 copies, along with an IBM compatible 3.5-inch diskette in
WordPerfect or MS Word format, of their prepared statement for review by Members
prior to the hearing. Testimony should arrive at the full Committee office,
room 1102 Longworth House Office Building, no later than Tuesday, Octo-
ber 14, 2003, at 5:00 p.m., in an open and searchable package 48 hours before the
hearing. The U.S. Capitol Police will refuse sealed-packaged deliveries to all House
Office Buildings. Failure to do so may result in the witness being denied the
opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Please Note: Due to the change in House mail policy, any person or organization
wishing to submit a written statement for the printed record of the hearing should
send it electronically to hearingclerks.waysandmeans@mail.house.gov, along with a
fax copy to (202) 225-2610, by the close of business, Friday, October 31, 2003. Those
filing written statements that wish to have their statements distributed to the press
and interested public at the hearing should deliver their 200 copies to the full Com-
mittee in room 1102 Longworth House Office Building, in an open and searchable
package 48 hours before the hearing. The U.S. Capitol Police will refuse sealed-
packaged deliveries to all House Office Buildings.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. Due to the change in House mail policy, all statements and any accompanying exhibits for
printing must be submitted electronically to hearingclerks.waysandmeans@mail.house.gov, along
with a fax copy to 202/225-2610, in Word Perfect or MS Word format and MUST NOT exceed
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a total of 10 pages including attachments. Witnesses are advised that the Committee will rely
on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. Any statements must include a list of all clients, persons, or organizations on whose behalf
the witness appears. A supplemental sheet must accompany each statement listing the name,
company, address, telephone, and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

¥I*NOTICE—CHANGE IN TIME***

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
October 08, 2003
FC-9 Revised

Change in Time for Hearing on
United States-China Economic Relations
and China’s Role in the Global Economy

Congressman Bill Thomas (R-CA), Chairman, Committee on Ways and Means,
today announced that the hearing on United States-China economic relations and
China’s role in the global economy, previously scheduled for Friday, October 17,
2003, at 10:00 a.m., in the main Committee hearing room, 1100 Longworth House
Office Building, will now be held at 9:00 a.m.

All other details for the hearing remain the same. (See full Committee Advisory
No. FC-9, dated October 6, 2003.)

¥ INOTICE—CHANGE IN DATE***

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: 202—-225-1721
October 14, 2003
FC-9 Revised #2
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Change in Date for Hearing on
United States-China Economic Relations
and China’s Role in the Global Economy

Congressman Bill Thomas (R-CA), Chairman, Committee on Ways and Means,
today announced that the hearing on United States-China economic relations and
China’s role in the global economy, previously scheduled for Thursday, October 16
and Friday, October 17, 2003, in the main Committee hearing room, 1100 Long-
worth House Office Building, will now be held on Thursday, October 30 at 2:00
p.m., and Friday, October 31 at 9:00 a.m.

Witnesses who are scheduled to appear before the Committee are required to sub-
mit their testimony to the full Committee office, room 1102 Longworth
House Office Building, no later than Monday, October 27, 2003, at 5:00 p.m.,
in an open and searchable package 48 hours before the hearing.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Please Note: Due to the change in House mail policy, any person or organization
that is not scheduled to appear before the Committee and wishes to submit a writ-
ten statement for the printed record of the hearing should send it electronically to
hearingclerks.waysandmeans@mail.house.gov, along with a fax copy to (202) 225-
2610, by the close of business, Friday, November 14, 2003.

All other details for the hearing remain the same. (See full Committee Advisory
No. FC-9, dated October 6, 2003 and No. FC-9 Revised, dated October 9, 2003.)

Chairman THOMAS. If our guests could find seats, please. We
apologize for the delay. As you know, there is activity in another
House office building, but there apparently is some difficulty in
some of the witnesses being able to get into the building. So, we
will begin, and hopefully by the time we get to our first panel, the
U.S. Trade Representative (USTR) spokesperson will be able to be
with us at the table.

Today is the first day of a 2-day hearing on U.S.-China economic
relations and China’s role in the world economy. Perhaps the ten-
sion and concern about the global economy and China’s role can be
put in its proper perspective, perhaps, as we get news such as this
morning that we received further evidence that the U.S. economy
is improving. Apparently our gross domestic product (GDP) is up
7.2 percent in the last quarter, which is the highest growth in 19
years. The growth apparently came from strong consumer spend-
ing. I am sure a number of consumers were spending on items that
were made in China, which will be part of the discussion that we
are going to have.

Increases in business purchases of equipment, another item that
we will be discussing, in which China is beginning to play an even
greater role; and this is a bright spot, strong exports, with the hope
that increasing exports are going to China.

So, it is relevant with that backdrop to look at the U.S. trade
with China, our trade balance, and the role that China is going to
be playing. It is clear to me that recently enacted tax cuts origi-
nating in this Committee and signed by the President have had a
strong positive effect on that economic growth by spurring that
very same spending and investment.
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I want to start this hearing by saying this unequivocally: China
is an increasingly important economic partner for the United
States. China is today the United States’ fourth largest trading
partner, sixth largest market for our goods, and we must make
sure that China keeps its commitments and acts in a fair and
transparent way as she continues to integrate into the global econ-
omy. With this emerging prominence comes greater scrutiny of Chi-
na’s actions, either as a cause or an effect.

The goal of this hearing is to examine these issues and try to put
them in their proper perspective. It means that there are going to
be problems, as there are with every major trading partner, but
that we should not begin to think of China as a scapegoat for sys-
temic problems in the United States, some of which are in our tax
code, or for our failure to further integrate the global economy.

In particular, I would like to say that at the end of the 2 days
of this hearing, we were able to explore other policies and pursue
other avenues to make sure that the United States itself can be
more competitive internationally, such as reducing U.S. tax bur-
den, delivering reliable and affordable energy, making sure that we
have a climate in the area of health care costs and others that keep
American employers in the United States, and that we create more
jobs for more Americans while further integrating our trade with
China and growing our world economy.

With that, I briefly yield to the Chairman of the Subcommittee
on Trade, Mr. Crane, prior to recognizing the gentleman from New
York, Mr. Rangel.

[The opening statement of Chairman Thomas follows:]

Opening Statement of the Honorable Bill Thomas, Chairman, and a
Representative in Congress from the State of California

Today is the first day of a two-day hearing on U.S.-China economic relations and
China’s role in the global economy.

China is an increasingly important economic partner for the United States. In
2002, China was the United States’ fourth largest trading partner, seventh largest
market for U.S. exports and third largest supplier of U.S. imports. As one of the
world’s fastest-growing economies, China is a valuable and growing market for U.S.
exports and is an important provider of inputs and products for U.S. manufacturers
and consumers.

With this increasing prominence, however, comes greater scrutiny of China’s ac-
tions as it further integrates into the global economic community. Several concerns
have been raised regarding the U.S. trade balance with China: 1) the impact of the
Chinese currency’s peg to the U.S. dollar, 2) China’s compliance with its WTO acces-
sion commitments, and 3) the relationship between China and trade, with a par-
ticular focus on U.S. manufacturing.

The goal of this hearing is to examine these issues to determine what impact they
have on U.S. manufacturers, exporters, businesses and consumers and to discuss
remedies available to deal with real problems facing U.S. companies.

We must make sure that China keeps its commitments and acts in a fair and
transparent manner as it further integrates into the global economy. If there are
trade problems with China, these problems must be addressed and corrected. That
said, however, I also believe that China should not be made a scapegoat for other
systemic problems plaguing the U.S. and global economy. In particular, I want to
explore whether there are other policies we should pursue to make our companies
more competitive internationally, such as reducing the U.S. tax burden, providing
relief on healthcare costs, delivering reliable and affordable energy and limiting liti-
gation that cripples growth and jobs.

Mr. CRANE. Thank you, Mr. Chairman.
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Today we start with some excellent news about the recovery of
the economy, as you have noted, with a GDP growth up 7.2 per-
cent, which is the highest in two decades. That says to me that
Congress needs to stay the course in our tax cut and free trade leg-
islation. The growth came from strong consumer spending, in-
creases in business purchases of equipment, and strong exports,
which bodes well for the concerns we have about our trade balance,
particularly with China.

China has been an important trading partner for the United
States since the two nations established diplomatic relations in
1979. Bilateral trade between the two countries grew from only
$4.8 billion in 1980 to $147.2 billion in 2002. As noted, China is
the fourth largest supplier of imports, sixth largest market for ex-
ports, and overall the United States’ fourth largest trading partner
in 2002. It is estimated that by the year 2005, China will have
more than 230 million middle-income consumers whose combined
retail spending will exceed $900 billion, meaning that China’s mar-
ket will offer tremendous opportunities for U.S. exports. Addition-
ally, China is an important supplier for imports and products for
the U.S. market. Although the U.S.-China economic partnership is
important, it is also essential that China adheres to the commit-
ments that it made in joining the World Trade Organization
(WTO).

I have read recently that China will soon announce its pledge to
purchase billions of dollars in U.S. goods in the next few years, in-
cluding airplanes, jet engines, and auto parts. While this is bene-
ficial for some U.S. interests, it will not replace China’s WTO com-
mitments to open its market.

China must not be permitted to backslide on its pledges as there
is much that still needs to be done so China becomes a fully inte-
grated player in the world economy. We must enforce our rights.

At the same time, we must consider other policy responses to
problems that can be attributed to the domestic recession, slow
growth globally, and U.S. tax laws that make our companies un-
competitive. We should not resort to protectionism. I am very much
concerned by some legislative proposals that would impose punitive
tariffs on China. Such tariffs would invite counter-retaliation and
would penalize many U.S. interests, including U.S. consumers.

It is my hope that we will leave this hearing with a clearer un-
derstanding of the issues involved in the U.S.-China economic rela-
tionship and a better appreciation for what really impacts the bot-
tom line for U.S. companies and consumers. Thank you, Mr. Chair-
man.

Chairman THOMAS. Thank the gentleman. Gentleman from
New York, Mr. Rangel.

Mr. RANGEL. Mr. Chairman, I want to thank you for calling
this meeting and welcome the distinguished guests that we have
from the Administration, and also yield to Mr. Levin whose leader-
ship was necessary in bringing together a bipartisan coalition in
order to get support to make our trade relationship with China per-
manent. I yield to Mr. Levin.

Mr. LEVIN. Thank you, Mr. Rangel. Mr. Chairman, I am very
glad we are having this hearing. We welcome our guests in the Ad-
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ministration and those who will come after. I apologize for my
voice, which I think will last at least through this panel.

When we put together and passed Permanent Normal Trade Re-
lations (PNTR), there were some assumptions, I think, widely held.
One was that we needed both to engage China, a huge country
with a growing economy, an important place in Asia and the world.
We need to engage China, but also to confront it. Also a second as-
sumption I think that was widely held, and that was that China
would not only be potentially a major market for American prod-
ucts and American investment, but also it would be a major com-
petitor. Surely the latter has been true.

So, I have joined many in watching China grow. I have also
watched it act in ways that have increasingly concerned us as to
its WTO commitments. I would like to chat a bit about—and I ask,
Mr. Chairman, that my full statement and a statement referred to
therein be part of the record.

Chairman THOMAS. Without objection.

Mr. LEVIN. Let me indicate a few areas of concern. There have
been many, I just want to pinpoint a few. China has used its,
quote, administration import licensing rules as a way to keep out
imports it did not want to come in. It has also used fat taxes to
discriminate against imports, including U.S. semiconductors. It has
continued to restrict trading rights and, very importantly, there is
hard work on this, distribution rights effectively limiting trade on
U.S. products throughout China.

It has used standards and other technical product regulations as
non-tariff barriers. It set up barriers to the establishment and ex-
pansion of U.S. service providers, and that was true, for example,
in auto financing. Recently it issued a draft development policy for
the auto industry that is filled with potential use of subsidies, of
product standards, and so forth. My concern has been—that is, to
these problems and others—that the Administration has relied ba-
sically on rhetoric that might be called “job owning,” and not use
of methods that are in the regulations. That are in the laws, that
are within our laws and those of the WTO.

So, I am afraid up until now that, while the Administration may
get a passing grade for its rhetoric, I think it gets a failing grade
for action when it has come to these problems with China.

I want to briefly just remind us of the tools that have been avail-
able. One is the special safeguard that we labor to place within
PNTR. It was the broadest safeguard ever put into American law
to make sure that there would not be surges of imports from China
that would unduly harm American businesses and workers. Up
until now, the Administration has refused to use that special safe-
guard, turning down United States International Trade Commis-
sion (USITC) recommendations in two cases.

There was put into the legislation an annual report by the
USTR. I have been disappointed by the lack of strength in real sub-
stance.

Thirdly, we put into PNTR a requirement that we negotiate a
special annual review within the WTO. Otherwise there is going to
be a review of China’s commitments only every 4 years. To the
credit of the Administration, they worked to get this into the final
accession agreement, but it hasn’t been effectively used. It is there.
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It is important. China has said, in response to complaints, they
won’t put anything in writing. In some cases, they haven’t even
V}elzrbally responded, and our country has been too compliant with
that.

We have a section 301 process that allows us to formally inquire
into these problems, and that hasn’t been used, nor has the formal
dispute settlement system within WTO.

I want to close by saying a word, and we are going to talk about
this—about the currency manipulation. The report came out today,
I think it was, the formal report, and I have read it quickly. It
talks about a number of countries, including China and Japan. As
to Japan, it has no recommendation. It has no proposal of action.
It was only a few months ago that the New York Times reported
this. By spending trillions of yen to buy dollars in the foreign ex-
change market, Japan has limited the yen’s rise against the dollar
this year to no more than 2.3 percent. This rigging of the currency
market by Japan hurts American manufacturers and their workers.
The references in the report—and I am almost done, Mr. Chair-
man—and that is why I think there has been much too much reli-
ance on rhetoric and there has been no reliance on the effective use
of these mechanisms that are already in place.

So, I look forward to hearing the testimony and I hope this hear-
ing will move the United States to more effective action. Thank
you.

[The opening statement of Mr. Levin follows:]

Opening Statement of the Honorable Sander M. Levin, a Representative in
Congress from the State of Michigan

Over the past several years, the U.S. trade and investment relationship with
China has grown significantly. We often think about China only as a potential mar-
ket. But this is a narrow view, we must also recognize that China is a competitor—
for jobs, investment, and production. China’s accession to the WTO helped address
both of those facets of the relationship—China agreed to open its markets to U.S.
goods and services and at the same time it agreed to be bound by a thorough set
of rules establishing acceptable terms of competition with the rest of the world.

I have taken an active interest in ensuring that China plays by the rules—that
it complies with its WT'O commitments and that U.S. manufacturers and producers
have a fair shake in China. Over the past several months I have become increas-
ingly concerned that China is not complying with its WTO commitments and is in
fact trying to give itself an unfair advantage.

I have also become concerned that the Bush Administration is not effectively
using the tools available to it to maximize the pressure on China. In the 2004 cur-
rency manipulation report issued today by the Treasury Department, it talked about
“serious engagement” with China. This type of phrase is often used as an excuse
for a lack of real action and progress. There are tools and institutional frameworks
available for engaging and pressuring China, and the Bush Administration is not
using all of them effectively. The Bush Administration may get a passing
grade for rhetoric, but it gets a failing grade for action when it comes to
trade and related economic issues with China.

China Not Living Up to WI'O Commitments

A few weeks ago, I had a chance to speak on China’s WTO compliance at some
length. I ask unanimous consent that my earlier comments be submitted to the
record as part of my statement today. To briefly summarize the points in these com-
ments:

China has used its quota administration and import licensing rules as ways of
keeping out undesired imports.

China has used VAT taxes to discriminate against imports, including of U.S.
semiconductors.

China has continued to restrict trading rights and distribution rights, effectively
limiting trade in U.S. products throughout China.
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China has used standards and other technical product regulations as a non-tar-
iff barrier.

China has set up barriers to establishment and expansion to keep out U.S. serv-
ice providers, including in the auto financing sector.

China recently released a draft “Development Policy for Auto Industry” setting
forth a proposed industrial policy that would use subsidies, product standards,
technology transfer requirements, import barriers and other tools of state control
to advantage domestic production of autos and auto parts.

China has moved toward compliance in some important respects, but in others,
there is non-compliance and bending of the rules in support of what is essentially
a mercantilist industrial policy to the detriment of U.S. workers, farmers, and busi-
nesses. It is necessary for America to adopt a more active approach.

Bush Administration’s Failure to Act

It is remarkable that in the face of China’s non-compliance, the Bush Administra-
tion has refused to use all of the tools that the U.S. bargained for.

As part of the China PNTR deal, we included a special safeguard so that U.S. in-
dustries would not be injured by surges of imports from China. But, the Bush Ad-
ministration has denied relief to both U.S. industries which the independent ITC
found to be injured by Chinese imports.

The China PNTR bill also required the USTR to report annually on China’s WTO
compliance. To date, the annual report has not been used effectively as part of a
comprehensive strategy to pressure China to come into compliance with its WTO
commitments.

The China PNTR bill also called for a special annual review in the WTO of Chi-
na’s commitments—the idea here being that the U.S. could work with other coun-
tries to bring multilateral pressure to bear on China. Unfortunately, China has
blocked effective use of this specially-negotiated review, refusing to provide written
(and sometimes any) answers to questions or giving vague and evasive answers. The
Bush Administration has essentially acted as if resigned to continuing
uncooperativeness by China.

The Bush Administration has also failed to use other tools at its disposal. U.S.
law establishes a “Section 301” process which creates a formal way in which USTR
can bring pressure on China, with the threat of additional action should China fail
to comply with its trade obligations. The Section 301 mechanism has been very use-
ful in the past to open foreign markets. USTR has not used the Section 301 tool
against China.

Nor has USTR initiated formal dispute settlement consultations with China in the
WTO or brought any WTO dispute settlement cases against clear violations of the
rules by China.

Today the Treasury Department issued its semi-annual 3004 report on currency
manipulation. To date, the Treasury Department has given a free pass in this report
to countries like Japan and China that maintain undervalued currencies in order
to gain a trade advantage. For the first time, this report stated that China’s cur-
rency policy was inappropriate and should be changed. The report did not, however,
come out and state what needs to be stated—that China’s currency is undervalued,
which hurts U.S. manufacturers. The report also gave a free pass to Japan once
again—despite the fact that, unlike China, Japan does not have a currency peg to
explain its massive interventions.

The Treasury Report also notes the creation of a new “Technical Cooperation Pro-
gram” between the U.S. and China. U.S. manufacturers have been complaining
about China’s undervalued currency for years now. This issue does not require study
and delay; it requires action.

The U.S. has many tools with teeth available to deal with the various trade prob-
lems we have with China. The Administration has failed to use these tools, however,
instead preferring to rely on rhetoric. The failure of the Administration to take con-
crete actions, however, has left a vacuum, which is being filled not only by the rhet-
oric of the Administration, but by a growing chorus of voices. If we take on these
problems with the tools available to us now, we can make progress on trade and
related economic issues with China. If we are content with rhetoric, we will not help
U.S. manufacturers, farmers and workers, and the growing chorus of voices may re-
sult in situations that cause more serious problems in the future.

Chairman THOMAS. Thank the gentleman for his comments.
Our first panel consists of the Honorable John B. Taylor, who is
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the Under Secretary for International Affairs at the U.S. Depart-
ment of the Treasury; Dr. N. Gregory Mankiw, who is Chairman
of the Council of Economic Advisers; and Ambassador Josette Shin-
er, who is the Deputy Trade Representative, Office of the USTR.

I want to thank you all for coming. This gives us a pretty good
broad cross-section of the Administration. Any written testimony
you have will be made a part of the record, and you can address
us in any fashion you see fit in the time that you have. Why don’t
we start with the Department of the Treasury as the earlier cre-
ated department, and then move across from my left to right, your
right to left. Nothing intended by that.

STATEMENT OF THE HONORABLE JOHN B. TAYLOR, UNDER
SECRETARY OF TREASURY FOR INTERNATIONAL AFFAIRS,
U.S. DEPARTMENT OF THE TREASURY

Mr. TAYLOR. Thank you very much, Mr. Chairman and Ranking
Member Rangel, for inviting us to testify on this very important
subject. Our economic relations with China are an important part
of our overall economic strategy. The goal of that strategy is to
strengthen the current economic recovery in the United States and
to establish conditions that will lead to a long expansion in future
years.

The tax cuts, which began in this Committee and which were en-
acted into law this summer, is an essential part of that policy, as
are the President’s proposals for tort reform, regulatory reform,
and health care reform. Even with these policy reforms in the
United States, there are significant barriers to economic growth in
other countries, and these barriers affect the United States. That
is why the international component of our economic strategy is so
important. The strategy has been to urge countries to remove the
rigidities and barriers that exist, wherever they exist, and to en-
courage pro-growth strategies that benefit the United States and
the world economy.

This international strategy is built on bilateral relationships like
our relationship with China. It also has a multilateral foundation.
Our overall economic strategy is showing progress, as today’s an-
nouncement of 7.2 percent growth in the third quarter indicates.
Global growth is improving, too.

Despite this progress, we need to do more. That is why we have
launched, for example, a new agenda for growth with the G-7
countries, and that is why we started up a new group for growth
between the United States and Brazil. That is why we started up
several new relationships in economic matters with China.

Exchange rate policy also has a bearing on growth and economic
stability. Earlier today, the Department of the Treasury issued its
latest report on international economic and exchange rate policies.
This report examines exchange rate policies in major countries
around the world.

Secretary Snow testified this morning on this report. The report
reiterated our view that flexible exchange rates are desirable for
large economies in our international financial system. The report
documents that a number of countries continue to use paid ex-
change rates or intervene substantially in the foreign exchange
market. The Administration strongly believes that a system of
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flexible market-based exchange rates is best for major economies.
For this reason, the Administration is aggressively encouraging our
major trading partners to adopt policies that promote such ex-
change rates.

For nearly 10 years now, the Chinese have maintained a fixed
exchange rate to their currency relative to the dollar. The rate has
been pegged at about 8.28 yuan per dollar for this entire period.
China, in addition, has significant controls on capital flows. How-
ever, with its rapid growth, which has been referred to already,
and its substantial foreign exchange reserve, China has an oppor-
tunity and is in a position to show leadership on the important goal
of exchange rate flexibility and capital controls. If these relaxations
took place, it would allow China to open the nation to capital flows
and reduce imbalances, and we have been urging China to move
in this direction.

We have also urged the Chinese to move forward in two other
areas, reductions in barriers to trade and the removal of restric-
tions on capital flows. China’s restrictions on capital flows are one
of the major rigidities interfering with the market forces. The au-
thorities understand this, we have worked with them, and they
have begun to reduce these barriers to financial markets.

President Bush recently met with President Hu, and he dis-
cussed each of these economic issues and discussed the importance
of reducing barriers to trade, to removing the restrictions on cap-
ital, and to moving to a flexible market-based exchange rate.

Secretary Snow traveled to Beijing this summer. He met with
Premier Wen, with the Vice Premier Huang. He met with the Cen-
tral Bank Governor Zhou and Finance Minister Jin. This visit of
Secretary Snow, we believe, has achieved significant progress in-
cluding new policy announcements by the Central Bank, reducing
restrictions on foreign firms managing their foreign exchange, sig-
nificantly liberalizing provisions to allow Chinese travelers to take
foreign currency out of the country, examples of reductions on re-
strictions on capital flows.

The United States will continue to urge the Chinese to make
rapid progress in these areas. We intend to continue both technical
work and high-level talks on this subject with the Chinese. We
have just established a new U.S.-China technical cooperation pro-
gram in the financial area that will help China develop its financial
markets infrastructure, including the foreign exchange market. The
Chinese have agreed to interact with the G-7 financial officials on
talks about economic issues.

In sum, I am pleased to report that our economic strategy is
showing progress. Global economic growth has accelerated, led by
an even stronger acceleration of growth in the United States. Our
efforts to engage in financial diplomacy are generating constructive
responses, though, as I indicated, more needs to be done. Active en-
gagement with China and other countries is paving the way toward
freer markets. This Administration’s effort to raise growth in the
United States and abroad and thereby create jobs at home is suc-
ceeding. Thank you very much.

[The prepared statement of Mr. Taylor follows:]
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Statement of the Honorable John B. Taylor, Under Secretary of Treasury
for International Affairs, U.S. Department of the Treasury

Chairman Thomas, Ranking Member Rangel, Members of the Committee, thank
you for giving me the opportunity to testify on economic relations between the
United States and China and on China’s role in the global economy.

International Economic Strategy

Our economic relations with China are an important part of our overall economic
strategy. The goal of that strategy is to strengthen the current economic recovery
and establish conditions that will lead to a long economic expansion in the United
States. The economic expansions of the 1980s and the 1990s were the first and sec-
ond longest peacetime expansions in American history, and with the right policies
there is no reason to expect that the current expansion will not be as long or longer.
The Jobs and Growth package enacted into law this summer, is an essential part
of the policy, as are the President’s proposals for tort reform, regulatory reform, and
health care reform.

But even with these policy reforms in the United States there are barriers to eco-
nomic growth in other countries. And these barriers have ramifications for economic
growth in the United States. This is why the international component of our eco-
nomic strategy is so important. The strategy has been to urge the removal of
rigidities and barriers wherever they exist, and to encourage pro-growth and pro-
stability policies that benefit the United States and the whole world. The inter-
national strategy is built on bilateral economic relationships, including, of course,
our relationship with China. It also has a multilateral foundation, including the
meetings of groups such as the G20, where China is included, or the newly estab-
lished talks between economic officials from China and the G—7.

Global Economic Recovery

Thanks to the recent fiscal and monetary policy actions, the United States econ-
omy is now expanding much more rapidly. Consumer spending is growing at a very
strong pace, housing remains solid, and business investment is picking up. The lat-
est data also show exports to be gaining strength compared with the first half of
theuyear. The September employment data showed a promising increase in jobs as
well.

Global growth is also improving. There is continuing evidence of stronger eco-
nomic growth in the Japan, Canada, and the United Kingdom. An increase in busi-
ness and consumer confidence in the Euro area is a welcome sign that economic re-
covery is on the way there too. Much of Asia seems to have bounded back from the
SARS induced slowdown in the first part of the year. Growth in China recovered
sharply in the third quarter following a decline in the second quarter. Growth in
other emerging markets is also picking up as the number of crises is down, capital
flows are up, and interest rate spreads are low compared with the late 1990s.

Pressing Ahead on the Global Economic Expansion

Despite this progress, we need to do more. Last month the G—7 launched a new
Agenda for Growth. For the first time each G—7 country will take part in a process
of benchmarking and reporting actions to spur growth and create jobs. Another ex-
ample is the new United States-Brazil Group for Growth through which we will
work together to identify pro-growth strategies at the micro as well as macro levels.

Exchange rate policy also has bearing on growth and stability. Earlier today the
Treasury issued its latest Report on International Economic and Exchange Rate
Policies. This report examines exchange rate policies in major countries around the
world. The Report reiterated our view that flexible exchange rates are desirable for
large economies. However, the report documents that a number of countries contin-
ued to use pegged exchange rates and/or to intervene substantially in the foreign
exchange market. The Administration strongly believes that a system of flexible,
market-based exchange rates is best for major economies. For this reason, the Bush
Administration is aggressively encouraging our major trading partners to adopt poli-
cies that promote flexible market-based exchange rates combined with a clear price
stability goal and a transparent system for adjusting the policy instruments.

The move by several large emerging market countries—such as Brazil, Korea, and
Mexico—to flexible exchange rates combined with clear price stability goals and a
transparent system for adjusting the policy instruments is one of the reasons we are
seeing fewer crises and greater stability. We emphasize that the choice of an ex-
change rate regime is one where country ownership is particularly important. We
also recognize that, especially in the case of small open economies, there are benefits
from a “hard” exchange rate peg, whether dollarizing, as with El Salvador, joining
a currency union, as with Greece, or using a credible currency board, as in Bulgaria.
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The Economy of China and its Links to the United States and the Global
Economy

Let me now address China’s economy. Economic reforms in China have increased
economic growth and transformed China into a major economy in the world, both
in terms of total production and in terms of purchases and sales of goods with the
rest of the world. Yet, with per capita income of only about $1,000 per year and
with financial, legal and regulatory systems in need of reform, China still faces chal-
lenges in its effort to catch up with developed economies.

China’s global current account surplus was under 3 percent of GDP in 2002 and
declined to 1.8 percent in the first half of 2003. Despite the relatively small overall
surplus, China has a large trade surplus with the United States. This means, of
course, that China has a large deficit with the rest of the world. China’s bilateral
trade surplus with the United States was $103 billion in 2002 while China’s trade
deficit with the rest of the world was about $73 billion, leaving an overall surplus
of $30 billion. Many imports from China are goods from other Asian economies that
are processed or finished off in China before shipping to the United States and other
countries. Other East Asian economies increasingly send goods to China for final
processing before they are shipped to the United States. China accounted for 11 per-
cent of U.S. imports in 2002, up from 3 percent in 1990. Meanwhile, the combined
share of Japan, Korea and Taiwan in U.S. imports declined to 17 percent from 27
percent over the same period. Thus, the total share of U.S. imports coming from
these four Asian countries has remained steady since 1990, actually falling slightly
from 30 percent to 29 percent.

U.S. imports from China are about 1 percent of U.S. GDP, or 11 percent of total
U.S. imports. U.S. imports from China have been increasing rapidly, between 20
and 25 percent in 2002 and 2003. In general, these imports result from China using
low-skilled labor to assemble and process imported parts and materials originating
in other countries—mostly from other Asian countries that have traditionally ex-
ported directly to the United States. Consequently, the share of U.S. imports from
these other countries has declined just as China’s share has increased. Asia’s share
of U.S. imports has declined slightly. Much of the increase in U.S. imports from
China has come at the expense of imports that once came directly from other Asian
countries.

At the same time, U.S. merchandise exports to China grew 21 percent in the first
8 months of this year. Growth has been especially rapid in recent years for U.S. ex-
ports to China of transportation equipment (including aircraft engines), machinery,
chemicals, and semiconductors.

The U.S. trade deficit with China should be viewed in the context of the overall
trade deficit of the United States. The U.S. trade deficit is spread across many coun-
tries of the world in addition to China. For instance, the overall trade deficit
reached $468 billion last year with 1) the Americas accounting for $105 billion, 2)
Western Europe $89 billion, 3) Japan $70 billion, and 4) China $103 billion. The
U.S. overall trade and current account deficit is best understood in terms of the gap
between investment and saving in the United States. If this gap were reduced
through an increment in savings, the overall deficit could shrink as would the size
of the bilateral deficits. Increased growth abroad is also crucial to increasing U.S.
exports.

China’s Exchange Rate Regime

For nearly ten years now, the Chinese have maintained a fixed exchange rate for
their currency relative to the dollar. The rate has been pegged at about 8.28 yuan/
dollar for the entire period. Thus, as the dollar has appreciated or depreciated in
value relative to other currencies, such as the euro or the yen, the yuan has appre-
ciated or depreciated by the same amount relative to these other countries.

To maintain this fixed exchange rate, the central bank of China has had to inter-
vene in the foreign exchange market. It sells yuan in exchange for dollar denomi-
nated assets when the demand for the yuan increases and it buys yuan with dollar
denominated assets when the demand for the yuan decreases. Recently the central
bank has intervened very heavily in the markets to prevent the yuan from appre-
ciating. Since the end of 2001, dollar buying has been so great that the foreign re-
serves held by the Chinese government have risen by $171 billion to $384 billion
(as of end-September).

This accumulation of foreign exchange reserves would tend to expand China’s
money supply, although in recent months the Chinese central bank has moved to
reign in monetary expansion. Among other measures to sterilize reserve accumula-
tion, the central bank has—for the first time—begun issuing central bank paper to
restrict growth of the monetary base. Nevertheless, the broader money supply con-
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tinues to grow very rapidly: M2 climbed 21 percent over the 12 months ending in
September 2003.

It is also important to recognize that China still has significant capital controls.
China’s capital controls allow for more inflows than outflows, thus bolstering foreign
exchange reserves. China is gradually loosening some controls, and outflows are
likely to grow as new channels develop for Chinese to seek diversification and better
returns than those offered by low domestic interest rates. Indeed, there is already
significant leakage of capital. A relaxation of controls on outflows would reduce up-
ward pressure on the yuan.

Economic Relations Between the United States and China

With its rapid growth and substantial foreign exchange reserves, China is now in
a position to show leadership on the important global issue of exchange rate flexi-
bility. China represents one of the largest economies in the world, and a flexible ex-
change rate regime would be a good policy for China. It would allow China to open
the nation to capital flows and reduce macroeconomic imbalances. We have been
urging China to move to a flexible exchange rate.

We have also urged the Chinese to move forward in two other areas: reductions
in barriers to trade and capital flows. In the area of trade, it is important for China
to fully implement, and even surpass, the commitments it made to the World Trade
Organization. It is important that China continue to open markets to U.S. services,
agricultural and industrial products, and to effectively enforce intellectual property
laws.

China’s restrictions on capital flows are one of the major rigidities interfering with
market forces. The authorities understand this and are beginning to reduce barriers
to capital flows and develop more open and sophisticated capital markets. They are
also working to strengthen the banking system and liberalize capital flows in order
to prepare for a more flexible exchange rate.

Secretary Snow traveled to Beijing last month to urge further progress. He met
Premier Wen, Vice Premier Huang, Central Bank Governor Zhou, and Finance Min-
ister Jin. He met again with the Finance Minister and Central Bank Governor last
week in Mexico.

President Bush recently met with President Hu. He discussed each of these eco-
nomic issues. He stressed the importance of reducing barriers to trade, of removing
restrictions on the transfer of capital, and of moving to a flexible, market-based, ex-
change rate. Recently, both Secretary Evans and US Trade Representative Robert
Zoellick traveled to China to stress the importance market opening, especially in the
area of trade in goods and services. In an important recent development, Vice Pre-
mier Huang has accepted an invitation to come to the United States to engage in
high-level talks with Secretary Snow.

All of Secretary Snow’s meetings have been detailed and candid. He stated pub-
licly, “the establishment of flexible exchange rates, of a flexible exchange rate re-
gime, would benefit both our nations as well as our regional and global trading part-
ners.” The Chinese reported that they intend to move to a market-based flexible ex-
change rate as they open the capital account. The central bank governor stated pub-
licly that reform of the exchange rate regime is a central part of their foreign ex-
change reforms.

Secretary Snow’s visit to Beijing achieved significant progress, including new pol-
icy announcements by China’s central bank; liberalized regulations for foreign firms
managing their foreign exchange; and significantly liberalized provisions to allow
Chinese travelers to take foreign currency out of the country and to do so more fre-
quently. The United States will continue to urge the Chinese to make rapid progress
in these areas.

We intend to continue both technical work and high-level talks and on this sub-
ject. We have just established a United States-China Technical Cooperation Pro-
gram in the financial area that will help China develop its financial market infra-
structure, including the foreign exchange market.

The Chinese and the G-7 agreed to engage in talks about these economic issues.
This represents another example of how China, the United States and other affected
parties can come together to work on an issue of vital interest to them all. The first
meeting between senior officials from the G—7 and China’s finance ministry and cen-
tral bank took place in September in Dubai, where the Chinese economy, the G-
7 economies, and other economic issues, were discussed. Further meetings will be
scheduled on a regular basis with China, the United States and the other G-7 coun-
tries. After the Dubai meeting, China’s central bank representative said that China
is moving as fast as it can in its reform.
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Conclusion

I am pleased to report that our economic strategy is showing progress: global eco-
nomic growth is accelerating, led by an even stronger acceleration of economic
growth in the United States. Our efforts to engage in financial diplomacy are gener-
ating constructive responses, though much more needs to be done. Active engage-
ment with China and other countries is paving the way toward freer markets. The
Administration’s effort to raise growth in the United States and abroad, and thereby
create jobs at home is succeeding.

Mr. CRANE [Presiding.] Thank you Mr. Secretary. Dr. Mankiw.

STATEMENT OF N. GREGORY MANKIW, PH.D., CHAIRMAN,
COUNCIL OF ECONOMIC ADVISERS

Dr. MANKIW. Mr. Chairman, Ranking Member Rangel, and
Members of the Committee, I thank you for the opportunity to tes-
tify on the subject of trade with China. This is an important and
often misunderstood topic, and I applaud you for focusing light on
it.

In a few minutes I would like to walk you through some of the
data that describe U.S. trade with China, and I will be referring
to those charts over to my right.

China’s emergence as a major participant in world trade is fairly
recent. As chart 1 shows, China’s trade with the world was modest
throughout the 1980s and early 1990s. Since then, both exports
and imports have grown substantially. China’s imports of goods are
now roughly one-quarter of its GDP, well above the share for the
United States and Japan.

China has much to do to open its markets to U.S. goods and serv-
ices. This includes reducing trade barriers and respecting intellec-
tual property rights (IPRs). Increased openness is good for both
China and for the United States. Chinese consumers will have in-
creased access to goods from around the world. Imports will chal-
lenge Chinese firms to improve their competitiveness, leading to
higher productivity and higher wages for workers. As has been
widely noted, the United States has a substantial bilateral trade
deficit with China. This deficit should be kept in perspective.

In chart 2, at the same time that the U.S. trade deficit with
China increased, the overall U.S. trade deficit with countries other
than China also increased sharply. China’s contribution to the
overall trade deficit has actually fallen slightly in recent years.

Chart 3 shows that although U.S. export growth has been weak
over the past 3 years, it would have been even weaker without
China. Since 2000, U.S. exports to the world, excluding China,
have fallen; but U.S. exports to China have grown rapidly.

To a large extent, increased U.S. imports from China reflect de-
creased imports of the same goods from other countries, as chart
4 shows. In textile and apparel industries, for example, China’s in-
creased share of U.S. imports has been more than offset by de-
creased imports from Hong Kong. Although the share of U.S. goods
and imports from China has increased since 1990, the total share
from the Pacific Rim, including China, has actually fallen; that is,
imports from China compete most directly with imports produced
in other Asian countries.
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The challenges faced by U.S. manufacturing firms are related
first and foremost to the recent business cycle downturn. This has
been compounded by a long-term trend of strong productivity
growth in manufacturing. The recent recession was the second
mildest since 1960, but it has not been mild for manufacturers. The
large decline in manufacturing output stems from the nature of the
recession. Unlike previous downturns in which household consump-
tion and housing slipped, the weakness this time was felt mainly
in business investment and exports. Both of these are particularly
important for manufacturing.

Looking back beyond the recent business cycle, the long-term
downward trend in manufacturing employment primarily reflects
substantial gains in manufacturing productivity. Manufacturing
production more than doubled from 1970 to 2000. Manufacturing
employment fell from 25 percent to 13 percent of total employment.
Meanwhile, employment has moved into services where produc-
tivity growth has been slower.

When one decomposes the recent declines in manufacturing em-
ployment, it is hard to see trade with China as having played an
important role. The five industries that have contributed most sig-
nificantly to manufacturing job losses since July 2000 are computer
and electronic equipment, machinery, transportation equipment,
fabricated metal products, and semiconductor and electronic compo-
nents. These are exports in terms of industry for the United States
where imports from China are small. This reinforces the fact that
U.S. job losses are more closely related to declines in domestic in-
vestment and weak exports than to import competition.

There is much evidence that the U.S. economy, including the
manufacturing sector, is starting to pick up momentum, thanks in
part to the pro-growth tax policy that the Congress and President
have put in place. We saw evidence of that in this morning’s GDP
report.

Increased trade can further support higher growth. Trade is a
win-win, benefiting both the United States and our trading part-
ners. It is important, with the economic problems recently facing
the U.S. economy, not to cause us to retreat to an open and grow-
ing system of world trade. Thank you.

[The prepared statement of Dr. Mankiw follows:]

Statement of N. Gregory Mankiw, Ph.D., Chairman, Council of Economic
Advisers

Mr. Chairman, Ranking Member Rangel, and members of the Committee, thank
you for the opportunity to testify on the important subject of the relationship be-
tween trade with China and the U.S. economy. I will also focus on recent develop-
ments in manufacturing and on the connection between these developments and
trade with China.

To summarize quickly, trade with the world, and with China in particular, pro-
vides substantial benefits to the U.S. economy. It is important that China continues
to take steps to strengthen our mutually beneficial trading relationship. For exam-
ple, China needs to continue to open its markets to U.S. products and to safeguard
U.S. intellectual property rights. These actions will further increase the mutual
gains from our economic relationship with China.

At the same time, the emerging importance of China in world trade has increased
competitive pressure on some firms and industries in the United States. The Admin-
istration is committed to helping affected workers and their communities, including
through enhanced trade adjustment assistance and personal reemployment ac-
counts.
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China’s Trade with the World

China’s emergence as a major participant in world trade is fairly recent. The vol-
ume of China’s trade with the world was modest throughout the 1980’s and early
1990’s. Chinese imports and exports grew rapidly in the mid-1990’s, however, and
have increased even more dramatically since 2000. The level of Chinese imports and
exports of goods has roughly doubled over the past five years.

The recent growth in China’s trade has been fairly evenly divided between its
growth in imports and exports (Chart 1). Although total Chinese exports have some-
what outpaced total imports since the early 1990’s, this difference is small compared
to the overall level of trade. Moreover, imports into China have recently increased
slightly faster than Chinese exports, causing a reduction in its overall trade surplus.

Chart 1: China's Trade in Goods
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China’s imports of goods are roughly one-quarter of GDP, well above the share
for the United States and Japan (for which the comparable ratio is around 10 per-
cent). China’s increased demand for foreign manufactured goods and raw materials
has been particularly dramatic. Chinese imports of both manufactured goods and
raw materials have more than doubled over the past seven years. This increased
demand has boosted exports and growth in many economies, especially in China’s
Asian neighbors and commodity exporters (such as Brazil and Chile).

The recent increase in Chinese imports has caused China to run trade deficits
with many countries, including industrial countries such as Germany and Sweden.
In fact, China’s trade deficits with most countries are so large that the country has
had a trade deficit with the world excluding the United States for several years.

China still has much to do to open its markets to U.S. goods and services. Al-
though it imports and trades relatively more (as compared to GDP) than some de-
veloped economies such as the United States, China is less open to the global econ-
omy when judged by other measures. In particular, China has much to do to ensure
that it abides by its WTO commitments. This includes continuing to open its mar-
kets and respecting intellectual property rights. This also involves ensuring that im-
ports and foreign firms can compete fairly with domestic products in the rapidly ex-
panding Chinese market. Increased openness is good for both China and for the
United States. For the same reasons that we benefit from trade and from openness
to the world economy, so will China. Chinese consumers will have increased access
to a variety of products from around the world. Lower import prices will make in-
comes go farther and raise standards of living. Imports will challenge Chinese firms
to improve their competitiveness, leading to higher productivity and thus higher
wages and incomes for workers. These benefits of trade apply for both the United
States and our trading partners.
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China’s Trade with the United States

Trade linkages between the United States and China are substantial and impor-
tant to both economies. The United States is China’s most important export market
and accounts for roughly one-quarter of all Chinese exports. U.S. purchases of Chi-
nese goods have risen about 40 percent since 2000, reaching $152 billion
(annualized) as of August. This year through August, China has been the second
largest source of U.S. imports, after Canada but ahead of Mexico and Japan.

This growth in Chinese imports into the United States has resulted in imbalanced
trade between the United States and China. The U.S. trade deficit with China in
goods is large and more than doubled between 1995 and 2000. So far this year, the
U.S. has a $125 billion (annualized) deficit with China, our single largest bilateral
trade deficit.

It is important, however, to put this deficit with China into context. At the same
time that the U.S. deficit with China increased, the overall U.S. trade deficit with
all countries other than China also rose sharply (Chart 2). Our trade deficit with
the world excluding China is almost four times greater than our deficit with China.
In fact, China’s contribution to the overall U.S. trade deficit has actually fallen
slightly in recent years. China currently contributes about the same fraction of the
overall U.S. trade deficit as it did about 10 years ago (Chart 2). Trade with China
accounts for roughly one-fifth of the increase in the U.S. trade deficit since 1997—
slightly less than the contributions from the Euro area or our partners in the North
America Free Trade Agreement (NAFTA).

Chart 2: U.S. Trade Deficit in Goods

Deficit Excluding China

China's Zhare of the Deficit

Billiorn= of dallars Percent
450 ¢ o
400
=
360+ - /
300
0 r
280+
200+
18
180
oo —\/ m r
50
D 1 I 1 1 1 1 1 1 1 1 1 1 1 1 1 5 1 1 I 1 1 1 I I 1 1 I I 1 1
1990 1804 EEE 2002 1980 1954 1988 2002

Moreover, declining exports not rising imports account for the recent increase in
the U.S. trade deficit. Over the past three years, U.S. manufacturing exports have
fallen by about 10 percent, while imports have remained flat.

Without China, U.S. export growth would have been even slower. Although U.S.
exports to the world excluding China have fallen since 2000, U.S. exports to China
have grown rapidly over the same period (Chart 3). China was the seventh largest
U.S. export market last year, ranking after South Korea and ahead of France, and
is the sixth largest destination for our exports this year through August. Exports
to China have risen over 55 percent since 2000, to $27 billion in 2003 (through Au-
gust at an annual rate). Among the products that the United States exports to
China are: $1 billion in oilseeds and grain (roughly 14 percent of all U.S. exports
in this category), $1.3 billion in semiconductors and other electronic components,
and $1.5 billion in transportation products (with statistics for this year through
June).
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Chart 3: U.S. Exports of Goods
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Increased U.S. imports from China partially reflect decreased imports of the same
goods from other countries, instead of a net increase in the U.S. trade deficit. In
other words, our imports from China replace imports from other countries rather
than add to total imports. This pattern is clear for many major products we import
from China. In the textile and apparel industries, for example, China’s increased
share of U.S. imports since the mid-1990’s has been more than offset by decreased
imports from Hong Kong. For other products, including footwear, toys and sporting
goods, radios, and cameras, the increase in China’s share of U.S. imports is roughly
offset by a decline in imports from the rest of Asia. Indeed, although the share of
U.S. goods’ imports from China has increased since 1990, the total share from the
Pacific Rim (including China) has actually fallen. This means that there has been
an even greater decline in the share of U.S. imports from Pacific Rim countries
other than China (Chart 4). That is, imports from China compete most directly with
goods produced in other Asian countries.
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Chart 4. U.S. Imports of Goods
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Note: Pacific Rim countries are Australia, Brunei, China, Hong Kong, Indonesia,
Japan, Korea, Macao, Malaysia, New Zealand, Papua New Guinea, Philippines,
Singapore, and Taiwan. 2003 figures are through August annualized.

This is not to say that imports from China have no impact on firms in the United
States. Chinese imports put pressure on firms competing with these imports and
with the associated workers and communities. This is especially the case for firms
that make items that are relatively intensive in the use of less-skilled labor, since
these are goods in which China would be expected to have a comparative advantage.
This advantage is reflected in the pattern of U.S. imports from China, which are
mainly consumer goods—some 60 percent of the value of U.S. imports in 2003
through August—compared to only 28 percent capital goods imports. In contrast,
U.S. exports to China and to the world as a whole tend to be goods that are made
by relatively high-skilled workers: 47 percent of U.S. exports to China are capital
goods, 35 percent are industrial supplies, and 10 percent are foodstuffs (foods are
produced using fewer workers per unit in the United States than in other countries).
On the whole, this suggests that imports from China mainly compete with products
from developing countries.

U.S. Manufacturing Employment and Trade

The challenges faced by manufacturing firms are related first and foremost to the
recent business cycle downturn. For workers, this is compounded by a long-term
trend of strong productivity growth in manufacturing that has meant that increased
manufacturing output can be produced without concomitant growth in manufac-
turing employment. International trade would rank as a third influence—and trade
with China would be one component of trade.

While the recent recession was the second mildest since 1960, as real gross do-
mestic product fell by less than 1 percent in 2001 from its peak at the end of 2000,
manufacturers felt the economic slowdown first, the most, and for the longest. Man-
ufacturing production began to slow in early 2000 and peaked in June of that year.
It fell by about 7%2 percent from June 2000 to December 2001 before it began to
turn around. And while manufacturing production is now expanding, the number of
workers is still shrinking.

A large part of the decline in manufacturing output stems from the nature of this
recession. Unlike previous downturns in which household consumption and housing
slipped, the weakness this time was felt mainly in business investment and exports.
Both of these are particularly important for manufacturing.

The end of the high-tech stock market bubble and the corporate governance scan-
dals of the past several years have particularly depressed business investment. This
can be seen in the fact that the industries contributing most to the downturn in
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manufacturing are those primarily associated with the production of business cap-
ital goods. Computers and electronics, machinery, and metals account for half of the
swing in manufacturing production from its rapid growth of the late 1990s to its
decline after mid-2000. Nearly all business equipment represents manufactured
products. In contrast, household expenditure, which makes up around two-thirds of
final demand, involves a mix of goods, services, and structures. Manufacturing was
thus particularly hard hit as a result of the nature of this business cycle.

With industrial supplies and capital goods accounting for the bulk of U.S. non-
agricultural goods exports, slow growth overseas and the resulting lackluster de-
mand for U.S. exports has hit the manufacturing sector especially hard. Indeed,
lower exports of manufactured goods can explain the entire decline in overall ex-
ports since 2000. While growth in the United States has not been satisfactory, we
have outperformed many of our leading trading partners, notably Japan and major
economies in Europe.

Looking back beyond the recent recession, the long-term downward trend in man-
ufacturing employment primarily reflects relative gains in manufacturing produc-
tivity that have not been offset sufficiently by increased purchases of manufactured
goods. Although manufacturing production more than doubled from 1970 to 2000,
manufacturing employment fell from 25 percent to 13 percent of total employment,
as a result of gains in productivity. Given the level of manufacturing output in 2000,
had productivity remained at 1970 levels, the manufacturing sector would have
gained importance, rising to 38 percent of total employment. On the other hand, had
trade in manufactures been balanced since 1970, with productivity at current levels,
the share of manufacturing employment would have fallen by nearly as much as it
actually did.

Imports from China are one of many factors that influence manufacturing employ-
ment. The five industries that have contributed most significantly to manufacturing
job losses since July 2000 are: computer and electronic equipment (16.0 percent of
all manufacturing job losses), machinery (10.8 percent), transportation equipment
(10.7 percent), fabricated metal products (10.7 percent), and semiconductor and elec-
tronic components (7.5 percent). These are export-intensive industries for the United
States where imports from China are small. This suggests that U.S. job losses are
more closely related to declines in domestic investment and weak exports than to
import competition.

The Outlook and Policy Responses

At the same time, it is important to recognize that trade can cause dislocation
for some workers. The President has proposed a number of policies to help people
affected by such economic changes. Notably, he has supported expanded trade ad-
justment assistance to help displaced workers gain or enhance job-related skills and
find new jobs, including assistance with career counseling, training, income support
during training, job search assistance, and relocation allowances. His innovative
proposal for personal reemployment accounts will provide resources to workers most
in need to help with the costs of training and adjustment. The proposed reemploy-
ment accounts would then offer a cash incentive for individuals to find work quickly,
aligning public support with private incentives. The President has also worked with
Congress to ensure that unemployment insurance benefits are available to people
in need. These benefits provide important support for household incomes during dif-
ficult economic times.

There is a good deal of evidence that the economy is picking up momentum after
three years of sub-par growth. Recent data suggest that conditions in the manufac-
turing sector may be starting to improve as well. Manufacturing production has
edged up over the past several months. Shipments of capital goods rose strongly in
the third quarter as a whole despite a small downtick in August, and orders remain
above shipments, hinting at further growth ahead. The new orders index from the
Institute of Supply Management’s monthly survey of purchasing managers is now
markedly above the level indicating expansion. Moreover, some of the factors that
historically have affected firms’ production decisions are supportive of a further
firming in coming months—the cost of capital is extremely low by the standards of
t}fl.e last decade, and manufacturers’ profits have risen substantially since the end
of 2001.

Pro-growth tax policy has contributed greatly to the near-term recovery and to
putting the economy on a better foundation for the future. Recent tax changes that
give businesses greater incentive to invest will help many manufacturing firms, but
the key is that the whole economy will gain as these initiatives lower firms’ cost
of capital and spur investment. Higher investment today means that tomorrow’s
workers will have more capital to work with. This makes workers more productive
so that they earn higher wages.
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The President has outlined a six-point plan to maintain the economic recovery
and to boost long-term growth. This includes making health care costs more afford-
able and predictable; reducing the burden of frivolous lawsuits on our economy; en-
suring a reliable energy supply; streamlining regulations; opening new markets; and
enabling families and businesses to plan for the future with confidence by making
the tax cuts permanent.

The actions he has proposed will boost growth in general, but manufacturing will
benefit directly as well. The appropriate goal for economic policy is to support
growth and to raise living standards. This stronger growth is good for manufac-
turing as it is good for the entire economy.

Increased trade can further support higher growth. Trade is win-win, benefiting
both the United States and all of our trading partners. More trade means more
choices and lower prices for consumers, and bigger markets for firms—in both direc-
tions. There is work to be done on this front, notably to further open Chinese mar-
kets to U.S. products, and to ensure that China fulfills its commitments under the
World Trade Organization agreements, including its commitment to safeguard U.S.
intellectual property rights. As discussed by my colleagues on this panel, the Admin-
istration is actively engaged with the Chinese to address these important issues.

Conclusion

Thank you for the opportunity to testify. I look forward to your questions.

Mr. CRANE. Thank you Dr. Mankiw. Now, Madam Ambassador
Shiner.

STATEMENT OF THE HONORABLE JOSETTE SHEERAN SHINER,
DEPUTY U.S. TRADE REPRESENTATIVE, OFFICE OF THE U.S.
TRADE REPRESENTATIVE

Ms. SHINER. Thank you Chairman Thomas, Congressman
Crane, Ranking Member Rangel, and Members of the Committee.
I welcome this opportunity to testify regarding U.S.-China eco-
nomic relations, China’s role in the global economy, and our trade
relationship with China.

I have just returned from the second of two trips to China this
month where I delivered the simple message: China must increase
the openness of its market and treat U.S. goods and services in a
fair and transparent manner if it wants to maintain support of the
United States for an open market with China.

To address these areas, we are focused on three fronts: ensuring
that China meets its WTO commitments and gets the fundamen-
tals right as it moves to a rules-based economy; ensuring that our
businesses and farmers exporting to China are treated in a fair and
transparent manner; and ensuring that China effectively addresses
the rampant pirating for domestic consumption and export of
American ideas and innovations. What our producers and manufac-
turers and farmers want—what they are entitled to—are fair and
consistent rules and a level playing field.

Last week, Ambassador Zoellick made his fifth trip to China as
the USTR. Since my appointment in August, I have met with top
officials in more than a dozen Chinese agencies to address out-
standing issues and concerns. In addition to many meetings, last
week Ambassador Zoellick and I met with Vice Premier Wu Yi
where we emphasized the vital importance of meeting WTO com-
mitments and addressing piracy issues.

I will return to Beijing in 2 weeks to lead the U.S. delegation in
our second trade dialog with China this year, where we will ad-
dress the range of our bilateral concerns. In addition, I will hold
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specialized meetings there with my counterparts to express our
concerns regarding IPR enforcement and participate in the Ambas-
sador’s IPR Roundtable which will bring together the U.S. and the
Chinese government and private sector officials.

In addition, Ambassador Zoellick, Secretary Snow, and Secretary
Evans, who has just departed from Beijing, will continue to take
advantage of additional opportunities to engage in a lead-up to Pre-
mier Wen Jiabao’s visit to Washington in December.

To put the U.S.-China trade relationship in context, it should be
noted that there are areas of achievement. Many U.S. manufactur-
ers, service suppliers, and agricultural exporters report that Chi-
na’s large and growing market is their top area of growth. Compa-
nies such as General Motors import into China hundreds of mil-
lions of dollars of U.S. goods to meet consumer demand there, bene-
fiting American workers and contributing to the company’s overall
strength. Indeed, less than 2 years after China’s accession to the
WTO, China has become our fourth largest trading partner and
sixth largest market for U.S. exports.

In our trade with China, the United States ran a surplus of $1.1
billion in agricultural trade in 2002, and that surplus is projected
to rise to $3.5 billion in 2003. The United States also runs sur-
pluses with China in services trade, which was almost $2 billion
last year. We have also seen growth over the past 3 years in U.S.
exports to China of a number of manufactured products. Sales of
machinery and electrical machinery have doubled over that period
to $9.6 billion through the 12 months ending August 2003. We
have also run a surplus in iron and steel. We sold nearly $1 billion
of iron and steel to China in the 12 months through August of this
year—an increase of well over 400 percent from 3 years ago.

Despite areas of progress, our deficit with China is our largest
with any country, and it is growing. There is increasing concern in
the United States and among our other trading partners that there
are serious lapses in China’s enforcement of its WTO commitments.
Let us briefly review the current status of these issues, where we
have made progress, and where we need to continue to press.

On WTO implementation, over the past 22 months China has
taken many positive and sometimes difficult steps to meet its WTO
commitments. It has implemented thousands of tariff reductions on
schedule. It has reviewed and revised thousands of laws and regu-
lations and established new transparency procedures and many na-
tional and sub-national agencies.

While much progress has been made, China’s record of WTO im-
plementation is too fraught with inconsistencies, delays, and en-
forcement weaknesses to demonstrate clear progress toward the
rule of law. We are working with China on specific areas of con-
cern, such as agricultural trade barriers, restrictions on the right
of American firms to import and distribute products and services,
and identifying the importance of upcoming commitments.

In the area of fairness in market access, China early on enacted
a series of laws and regulations to protect patents, brands, and
copyrights that are viewed as trade-related aspects of intellectual
property rights (TRIPS) compliant by our industry. China’s con-
spicuous failure to effectively enforce their laws and to enact deter-
rent penalties has made U.S. companies vulnerable to rampant
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counterfeiting and piracy. This is greatly undermining China’s
credibility as a fair market and threatening their own efforts to de-
velop knowledge in innovation industries.

During our meetings, China pledged to address these issues at
the highest levels and has put Vice Minister Wu Yi in charge of
a leading group responsible to get this issue under control. We con-
sider this an important step, given her standing in the leadership,
her expertise on trade, and her effectiveness in dealing with the se-
vere acute respiratory syndrome crisis when charged with bringing
that under control. We will be working with her directly to identify
best practices, vulnerabilities in their systems, and to help with
training and capacity-building as they move to effectively enforce
their laws.

We are aware that many U.S. firms, such as those in Congress-
woman Johnson’s district that are being threatened by pirating of
their product, feel that they cannot wait for China to get the fun-
damentals right in this area. We know that many small- and me-
dium-sized companies such as Zippo lighters do not have the re-
sources to effectively investigate violations of their brands on the
ground in China. To address their immediate concerns and yours,
we have secured a commitment from our counterparts in China to
investigate individual cases brought to their attention. We urge you
to alert us to specific IPR problems, and we will work closely with
you to address those problems with China.

We also highlighted other fairness concerns by conveying the
frustrations of many U.S. service providers with China’s restrictive
regulations and U.S. exporters’ concerns regarding China’s appar-
ently discriminatory value-added tax (VAT) policies. We have put
China on notice that we do not feel that some of their VAT pro-
grams are WTO-compliant. I will seek to determine in November
whether we can expect to have our concerns addressed.

On fair and transparent standards and regulations, as it imple-
ments its WTO requirements, we are urging China to build a
transparent, open, and fair regulatory environment. In some sec-
tors our companies report that they are seeing excellent improve-
ments in the development of regulations; but in others, companies
are frustrated with their attempts. In agriculture, we have pressed
China to use only science-based sanitary and phytosanitary (SPS)
measures. We are expressing the importance of regulating with
technology neutrality, citing areas such as the wireless 3G field
and the need for a fair approach in areas like basic versus value-
added telecom services and automobile industrial policy.

In the area of enforcement of our trade remedies, as stated al-
ready, as a condition of China’s entry into the WTO, China agreed
to two separate China-specific safeguard mechanisms to allow
WTO Members to cope with market disruptions caused by increas-
ing economic integration with China. When our industry faces inju-
rious trade with China, the Administration is fully committed to
enforcing U.S. trade remedy laws and to exercising the important
rights that the United States has under China’s WTO accession
agreement. To this end, the Administration has imposed duties
under U.S. antidumping and safeguard laws against a range of
products from China.
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We have also raised the question of better cooperation on inter-
national economic issues, including in the WTO. We have had
frank discussions with China on the progress of the Doha Develop-
ment Agenda and will continue to engage China in an effort to pro-
mote our common areas of interest. China was a Member of the G—
21 at a recent WTO Ministerial meeting in Cancun, Mexico. How-
ever, China also made some constructive interventions during those
meetings, and as a Member of the Asia-Pacific Economic Coopera-
tion (APEC) it has agreed with all other APEC Members that WTO
Members should build on the Cancun text of September 13, 2003,
which was a positive development.

Mr. Chairman, Members of the Committee, thank you for this
opportunity to testify, and I look forward to your questions.

[The prepared statement of Ms. Shiner follows:]

Statement of the Honorable Josette Sheeran Shiner, Deputy U.S. Trade
Representative, Office of the U.S. Trade Representative

Mr. Chairman, I welcome this opportunity to testify regarding U.S.-China eco-
nomic relations and China’s role in the global economy. I have just returned from
the second of two trips to China this month, where I delivered this simple message:
China must increase the openness of its market and treat U.S. goods and services
in a fair and transparent manner, if it wants to maintain support in the United
States for an open market with China.

During the last three weeks, I met with my counterpart at the Ministry of Com-
merce and with high-level officials from several other ministries to address critical
U.S.-China economic and trade issues in the run-up to the October 19 meeting be-
tween Presidents Bush and Hu. I accompanied Ambassador Zoellick to the APEC
Ministerial, where we bluntly and directly addressed these issues with Executive
Vice Minister of Commerce Yu Guangzhou. I traveled with Ambassador Zoellick to
Beijing for a meeting with Vice Premier Wu Yi, where we emphasized the vital im-
portance of improving access to Chinese markets for U.S. manufacturers, service
suppliers, agricultural exporters and their workers. And, we met with Governor Bo
Xilai from Liaoning Province in Northeast China to discuss ways to increase agricul-
tural trade and to improve intellectual property rights (IPR) enforcement.

I will return to Beijing in mid-November to lead the U.S. delegation in our second
Trade Dialogue with China this year, where we will address the range of our bilat-
eral trade concerns. In addition, I will hold meetings there with my counterparts
to press our concerns about IPR enforcement, and participate in the Ambassador’s
IPR roundtable, which will bring together U.S. and Chinese government and private
sector officials.

The Administration attaches great importance to improving China’s openness to
U.S. goods and services as a basis for building a healthy trading relationship. Chi-
na’s large and growing market offers tremendous potential for U.S. manufacturers,
service suppliers and agricultural exporters. Indeed, less than two years after Chi-
na’s accession to the World Trade Organization, China has become our fourth larg-
est trading partner and the sixth largest market for U.S. exports. We sold $22 bil-
lion in goods to China in 2002—up from $9.3 billion in 1994—and we should exceed
last year’s figure by more than 20 percent in 2003. Perhaps more significantly, ex-
ports to China have grown some 62 percent in the last three years, while U.S. ex-
ports to the world have declined by 9 percent over the same period. We are working
to ensure that strong U.S.-China economic and trade ties benefit U.S. workers,
farmers and ranchers.

Despite growing U.S. exports, our largest bilateral goods trade deficit is with
China—and that deficit continues to grow. It stood at $103 billion last year and is
running at an annualized rate of $125 billion so far this year. China will represent
between 21 and 22 percent of our overall goods trade deficit with the world this
year, like last year.

But while the bilateral deficit is large, it is worth putting those numbers into con-
text. It should be noted, for example, that:

» Within the overall goods deficit, the United States ran a surplus of $1.1 billion
in agricultural trade in 2002, and that surplus is projected to rise to $3.5 billion
in 2003. The United States also runs surpluses in services trade. Last year, the
services trade surplus with China was just under $2 billion.
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¢ Much of the import increase from China has come at the expense of other Asian
countries. In fact, when goods imports from China, Japan, Korea and Taiwan
are combined, they actually represent a smaller share of U.S. global goods im-
ports than they did in 1990, falling from 29 percent to 27 percent of the U.S.
import market.

¢ China’s economy is relatively open to imports. Imports as a share of GDP are
32.8 percent in China, 11.2 percent in the United States and 7.6 percent in

apan.

¢ And, as the National Association of Manufacturers and others have pointed out,
imports are not bad for the U.S. economy. Goods that can be produced more effi-
ciently in other countries provide a broad range of products to industry and con-
sumers that enhance our standard of living.

The Administration is determined to continue to address market access problems
that contribute to the deficit. Our markets are certainly open to exports from Chi-
nese companies, and we need to ensure that China operates with fair, transparent
and predictable rules when it comes to our companies’ access to China’s market.
That means, most importantly, that China must live up to the commitments that
it made upon joining the WTO. We also need to ensure that China engages in fair
trade when it comes to its exports to the United States. Our companies want, and
are entitled to, a level playing field.

The areas we have been pressing are:

¢ WTO implementation, including implementation of China’s obligations to open
its agricultural market and provide for full liberalization of trading rights and
distribution services;

« Fairness in market access, such as providing for effective enforcement of intel-
lectual property rights, lifting excessive restrictions on financial services firms,
and non-discriminatory value-added tax policies;

¢ Fair and transparent standards and regulations, including science-based sani-
tary and phytosanitary measures and technology neutrality for new high tech-
nology products;

« Better cooperation on the international economic issues, including in the WTO;
and

¢ Enforcement of U.S. trade remedies.

China’s Implementation of its WT'O Committments

China’s accession to the World Trade Organization on December 11, 2001 was one
of the most anticipated and hotly debated subjects in international economics of the
last decade. By joining the WTO, China committed to a sweeping series of market-
opening reforms that will require a fundamental shift in China’s economy. While
China had, for over two decades, been moving from a command economy to a more
market-oriented economy, China’s WTO accession was meant to be the crescendo to
this movement.

For the United States, accepting China into the WTO served a number of pur-
poses. The accession provided an opportunity to negotiate a favorable package of
tariff cuts and the elimination of many non-tariff measures to open China’s market
to U.S. farmers, manufacturers, workers and service providers. China’s WTO acces-
sion also subjects China to the same rigorous trade rules by which the United
States and all other WTO members operate. The WTO has, for the United States,
served as a valuable forum at which to address trade concerns with China. While
we have yet to initiate dispute resolution proceedings against China, the United
States has frequently used both formal and informal consultative mechanisms to
achieve progress on many issues of concern to the United States. Indeed, the
progress we have made toward resolving concerns with China’s trading practices
through such mechanisms is the primary reason we have not had to resort to WTO
dispute resolution or other measures.

Of course, there are forces in China, as elsewhere, that are resistant to the
changes wrought by WTO implementation. Despite the best of intentions by many
Chinese officials, these forces have not been unsuccessful in limiting China’s
progress toward the goals the United States and other WTO members foresaw
through China’s WTO accession. As a result, China’s market for U.S. goods and
services is not as open as it should be, our engagement with China in the WTO has
not been as useful as it should be, and China’s record of WTO implementation is
too fraught with inconsistencies to allow definitive statements on Chinese progress
toward the rule of law.

Over the past 22 months, China has taken many positive and sometimes difficult
steps to meet its WI'O commitments. China has completed much of the nuts-and-
bolts work of WTO implementation by reviewing thousands of laws and regulations
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and making necessary revisions to effect its WT'O commitments, and by establishing
new transparency procedures in many national and sub-national agencies. It has
also reduced tariffs to their committed levels, and has begun the process of remov-
ing market access barriers affecting a wide range of goods and services sectors.

China’s potential as a market for U.S. exports of bulk agricultural commodities
was a key factor in U.S. support for China’s WTO accession and grant of Permanent
Normal Trade Relations status to China. While bumper harvests of some crops in
China in 2002 may have limited the commercial potential of some U.S. exports, Chi-
na’s attempts to restrict certain agricultural imports has been a recurring problem
since China’s WTO accession. The use of—or even the threat to use—questionable
GMO standards and sanitary and phytosanitary (SPS) measures to restrict imports
of some products for alleged health and safety concerns has frustrated efforts of U.S.
agriculture traders, most notably in the case of soybeans. In the case of those bulk
agricultural commodities subject to negotiated tariff-rate quotas (TRQs) in China,
the setting of sub-quotas, use of burdensome import licensing procedures, allocation
of TRQs in commercially unviable quantities and a lack of transparency in TRQ al-
location and management have restricted what should be a ready market for U.S.
exports, particularly wheat, corn and cotton.

After the efforts of Ambassador Zoellick, Agriculture Secretary Veneman and oth-
ers in the Administration, the commercial impact of these potential barriers was
contained. U.S. exports of soybeans topped $1.2 billion—a record—and cotton sales
were already 8-10 times greater than in any previous calendar year by July, 2003.
In fact, as noted earlier, we are actually running a surplus with China in the agri-
cultural area, which is projected to triple to $3.5 billion in 2003. Chinese officials
have assured us that systemic problems with both GMO and SPS regulation will
be addressed, and a negotiated settlement to our concerns with China’s TRQ system
is in progress. However, until solutions are successfully implemented, these issues
will hang like a cloud over the marketplace. These and other emerging concerns will
require continued vigilance and engagement by the Administration in order to en-
sure fair competition and market access for U.S. goods.

With regard to China’s future WTO implementation, the top concern of many U.S.
industries involves trading rights and distribution services. These were key areas
for WT'O members when negotiating the terms of China’s entry into the WTO. With-
in three years after its WTO accession, or by December 11, 2004, China agreed to
make trading rights automatically available, which means that U.S. businesses will
be able to import and export goods on their own, without having to use Chinese
trading companies. By that same time, China also agreed to fully open up the dis-
tribution services sector, which will allow U.S. companies to sell their goods freely
in China, without being required to turn the job over to Chinese wholesalers and
retailers or establish a joint venture with a Chinese enterprise. In the interim,
China agreed to progressively liberalize in these areas pursuant to timetables set
out in its accession agreement. So far, however, while China has begun the required
liberalization, it has imposed stringent conditions, which have greatly limited the
number of enterprises eligible to take advantage of the intermediate liberalization.
China’s “go slow” approach also raises concern that China will not complete full im-
plementation of its commitments in these areas on a timely basis. The Administra-
tion is actively engaged with China on these issues—most recently in Ambassador
Zoellick’s meeting with Vice Premier Wu Yi—and has made clear its views on the
importance of China’s full and timely implementation of this important commit-
ment.

Fairness in Market Access

In our meeting earlier this month with Vice Premier Wu Yi, Ambassador Zoellick
and I stressed the importance of not just predictability and consistency but also fair-
ness in the rules governing access to China’s market. We explained that China’s
conspicuous failure to effectively address rampant counterfeiting and piracy greatly
undermines China’s credibility as a fair market. We also highlighted other fairness
concerns by conveying the frustrations of many U.S. service providers with China’s
restrictive regulations and U.S. exporters’ concerns regarding China’s apparently
discriminatory value-added tax (VAT) policies.

In the year leading up to WTO accession, China made significant improvements
to its framework of laws and regulations protecting patents, copyrights, trademarks
and other intellectual property rights. However, the lack of effective IPR enforce-
ment in China is a major obstacle toward a meaningful system of IPR protection.
IPR problems run the gamut, from rampant piracy of film and other entertainment
products, to sophisticated software and semiconductor products, to counterfeiting of
consumer goods, electrical equipment, automotive parts and pharmaceuticals. IPR
infringements not only have an economic toll, but they also present a direct chal-
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lenge to China’s ability to regulate those products that have health and safety impli-
cations for China’s population and international purchasers of such products. While
a domestic Chinese business constituency is increasingly active in promoting IPR
protection for self-interested reasons, the problem is immensely widespread. If sig-
nificant improvements are to be achieved on this front, China will have to devote
considerable resources and political will to this problem, and there will continue to
be a need for sustained efforts from the United States and other WTO members.

We understand that Madame Wu Yi will be leading a new and more focused effort
by China to tackle the IPR enforcement problem. In the view of the Administration,
the key to making concrete progress on IPR enforcement will be for China to dem-
onstrate a clear commitment to fight piracy at the highest levels, to increase deter-
rent-level criminal penalties for IPR violators, to show a willingness to increase
prosecution and punishment of IPR offenders, to lower thresholds for criminal pros-
ecution, to increase resources and devote more training for enforcement in all parts
of China, and to establish more effective communication procedures between rel-
evant officials of China’s courts and investigative units, the Supreme People’s
Procuratorate and China’s lawmaking bodies. I will continue to press our concerns
in this important area later this month in meetings with my Chinese counterparts
and with representatives of the U.S. and Chinese private sectors.

In the services area, several sectors have generated concerns, particularly regard-
ing China’s use of capitalization requirements that exceed international norms. The
United States and China have had reasonably cooperative talks to resolve these con-
cerns in many of the affected sectors, but progress has been slow and at times frus-
trating. Other issues, however, such as implementation of China’s commitments on
branching by insurance companies, the United States and China remain at odds. In
addition, even when we have made progress toward resolving concerns with trade-
restrictive regulations, as in the case of express courier services, we have sometimes
had to revisit problematic issues in subsequently proposed measures.

Meanwhile, China has increasingly used VAT policies to encourage domestic in-
dustrial or agricultural production in a number of sectors. In the case of semi-
conductors, China’s policy of providing rebates of VAT to domestic semiconductor
producers disadvantages U.S. exports and raises significant WTO compliance con-
cerns. In the case of fertilizer, China exempts from the VAT fertilizers that compete
directly with the principal U.S. fertilizer export, a practice that is difficult to justify
under WTO rules. In addition, we also have received reports about questionable tax
policies used to promote exports of domestically produced agricultural goods, includ-
ing corn. The Administration has engaged China on all these practices, and will con-
tinue to pursue the elimination of discriminatory or trade-distorting VAT policies
through appropriate channels in Beijing, Washington and Geneva.

Fair and Transparent Standards and Regulations

One important incentive behind U.S. support for China’s WTO accession was the
role we foresaw WTO implementation would play in promoting transparency and
the development of the rule of law in China. Indeed, in the first year of its WTO
membership alone, China issued, modified or repealed more than one thousand laws
and regulations to conform with WTO requirements. A China that plays by the rules
of international trade, promotes more accountable government and is building a
transparent, open and fair regulatory environment is a China that all Americans
want to see.

While China has made significant progress in revising its legal framework, other
problems have persisted. In particular, China has a poor record of providing oppor-
tunities for public comment on draft laws and regulations. In addition, many of the
regulatory measures that China has adopted have been issued without advance no-
tice and, in some cases, have unfairly prejudiced foreign companies and their goods
and services.

Since China’s accession to the WTO, we have repeatedly engaged China on the
need for transparency in the operation of its trade regime, as China grapples with
the fundamental changes required of it. And as we have witnessed how China has
been implementing its new laws and regulations, we have urged China, for example,
to use only science-based SPS measures. We have also stressed the importance of
regulating with technological neutrality, citing areas such as the wireless 3G field,
and the need for a fairer approach in areas such as basic versus value-added
telecom services and automobile industrial policy, among others. We are committed
to pursuing these efforts for as long as these problems persist.

Enforcement of Trade Remedies Laws

The rapid expansion of trade between our two countries has inevitably led in some
cases to competition between our domestically produced goods and Chinese imports.
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When our industries face injurious trade with China, the Administration is fully
committed to enforcing U.S. trade remedy laws and to exercising the important
rights that the United States has under China’s WTO accession agreement, includ-
ing our ability to continue to apply special methodologies to China under the anti-
dumping laws.

China also agreed to two separate China-specific safeguard mechanisms to allow
WTO members to cope with market disruptions caused by increasing economic inte-
gration with China. One such mechanism, the product-specific safeguard, was codi-
fied as Section 421 of the Trade Act of 1974, as amended, and is available until De-
cember 11, 2013. Since the implementation of Section 421, four petitions have been
brought requesting import relief. In one case, the International Trade Commission
found that our domestic producers’ market had not been disrupted by imports from
China. In two other cases, while the ITC found market disruption, the President de-
termined that the adverse impact on the U.S. economy was clearly greater than the
benefits from providing import relief. The fourth case is pending preliminary deter-
mination of market disruption by the ITC. While to date no import relief has been
granted under Section 421, the President, in his most recent determination, reiter-
ated his commitment to using the safeguard when the circumstances of a particular
case warrant.

The second safeguard agreed to by China as part of its WTO accession package
is an additional mechanism specific to textiles, and allows WTO members under cer-
tain circumstances to invoke limited import relief—specifically a 7.5 percent cap on
growth in imports of a given textile category for up to one year (6 percent for wool
products)—until December 31, 2008. The Administration is currently reviewing
three requests under this safeguard mechanism, and initial determinations are
scheduled for mid-November.

Broader Cooperation

As China becomes more integrated into the global economy, it becomes more im-
portant for the United States and China to work together to promote our mutual
interests. We have discussed various ways in which we can cooperate on inter-
national economic and trade issues, particularly given our largely complimentary
economies, and we have generally received constructive responses from China. Of
particular importance at this time are the Doha Development Agenda negotiations.
We have had frank discussions with China on the progress of those negotiations and
will continue to engage China in an effort to promote our common areas of interest.
I note that China was a member of the G-21 at the recent WTO Ministerial meet-
ings in Cancun, Mexico. But, China also made some constructive interventions dur-
ing those meetings, and as a member of APEC it has now agreed to build on the
Cancun Ministerial text of September 13, 2003, which is a positive development.

Conclusion

Mr. Chairman and members of the Committee, thank you for providing me with
the opportunity to testify. I look forward to your questions.

Mr. CRANE. Thank you. Before we proceed with questions, I just
got the communication that the alarms that were set off with re-
spect to a possible terrorist threat was a Halloween prank. A very
stupid foolish thing, whoever was guilty of it, but apparently it was
not serious. So, everyone can relax and breathe easy.

Let me turn to you, Mr. Secretary. The past recession was driven
by a decline in capital investment, generally a U.S.-produced man-
ufactured good. In addition to a weak economy in Japan—weak
economy, rather, Japan and Europe has slowed down the demand
for U.S. exports of manufactured goods, and Congress passed sig-
nificant tax relief to encourage business spending. The recession
has been over for almost 2 years. Are these tax cuts working to en-
courage investment, and is the global economy recovering?

Mr. TAYLOR. Yes. Yes. I think the tax cuts are encouraging this
recovery. The tax cuts passed in 2001 prevented the downturn from
becoming worse and got the economy moving again in a very dif-
ficult period, 9/11 attacks. For example, the reduction in stock
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prices that began in 2000, and the tax cuts passed this year are
adding to that substantially, and we are beginning to see it now
in the third quarter with the growth rate rising to 7.2 percent.

Globally, we are also beginning to see some pickups, not as sub-
stantial as in the United States. We are leading the way, but
Japan is beginning to increase its growth rate. We see the British
growth rate rising and some signs of acceleration in growth in Eu-
rope, but we need to work harder, and that is what we have tried
to emphasize in the Administration, to have other countries around
the world remove the barriers to growth. That is what we are
working on and will continue to work on, sir.

Mr. CRANE. Thank you. Dr. Mankiw, while the productivity
gains in the United States have been impressive to a macro-econo-
mist, they are bad news to millions of unemployed Americans. How
fast must the U.S. economy grow in order to create, say, 2 million
jobs? Aren’t the productivity gains of late somewhat of a double-
edged sword?

Dr. MANKIW. You are right that, in an arithmetic sense, for any
given output growth, the higher the productivity growth, the lower
the employment. I think we should think positively of higher pro-
ductivity growth nonetheless, because it means that the economy
is capable of growing faster. It means that we can push on the ac-
celerator and let the economy grow without worrying about infla-
tion. Higher productivity growth tends to keep down labor costs. It
means that there will be higher real wages, and indeed throughout
this business cycle, real wage growth has been strong.

There are different estimates about what productivity is likely to
be going forward. It is probably going to be higher than it has been
historically. Over the past 40 years, it has been around 2 percent.
It is probably going to be higher than that, but it is good news; it
means we can let the economy grow faster.

Mr. CRANE. Ambassador Shiner, do you think the China WTO
compliance issues that have arisen thus far can be handled
through negotiations with China, either bilaterally or within the
WTO, or will some issues likely result in WTO dispute settlement
proceedings?

Ms. SHINER. Congressman, as you know, we are 2 years into
China’s accession process and we have seen an increase in concern
among our businesses and our farmers about their compliance situ-
ation. In the first year, we saw tremendous momentum in China
as they worked to implement and change thousands of laws and
regulations. There are a number of areas where we are concerned
that either the laws and regulations that have been implemented
are not consistent and not effective, and also they are losing some
of the momentum in other areas.

We are certainly pressing them and working with them, and I
hope to get an assessment in November on some of the really crit-
ical areas that we have pressed. We have seen a gap between what
they have implemented and what their commitments were and
whether or not we will see progress there or not. We are contin-
ually reviewing these, and we are prepared to use the tools nec-
essary as we go through it, but of course it is far preferable if we
can work directly with them to resolve these.
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As I mentioned, in a few areas like the VAT, we think there is
a serious gap in view on that, and I am not sure we will resolve
that. Again, we will be taking an assessment in November as to
where we stand on a number of key areas.

Mr. CRANE. Thank you, Mr. Rangel.

Mr. RANGEL. Thank you Mr. Chairman. Mr. Taylor, you com-
mented on the recently passed tax cut bill. We have another one
that left the Committee, $128 billion tax cut bill, ostensibly to re-
move the impediments that we have with the European Union and
the WTO. Are you familiar with that bill? I am certain Ambassador
Shiner has worked on it.

Mr. TAYLOR. I defer to Ambassador Shiner on this issue.

Mr. RANGEL. The bill is a tax cut bill. It removes tax liability
for corporations overseas and domestically and takes us into debt
an additional $60 billion. It is a $128 billion tax cut. The Ambas-
sador will be able to tell you that. We were at risk for a $4 billion
possible tariff from the European Union, but in order to resolve
that, we got this bigger bill.

Do you believe the previous tax cuts have been so helpful as it
relates to our economic recovery? I just want to get your view on
this $128 billion tax cut. I don’t want to believe that the Depart-
ment of the Treasury is unfamiliar with the bill we just passed out.

Mr. TAYLOR. The tax cuts that I was referring to that have
been passed have been very powerful.

Mr. RANGEL. I need your help on the one they are about to
pass.

Mr. TAYLOR. They have a powerful effect. I would urge any of
the actions taken in this area are aimed at improving the economy
the way the tax cuts already have done so. I know these tax cuts
are not finished.

Mr. RANGEL. It relieves corporate taxes. Like my friend Mr.
Crane believes that we shouldn’t have any corporate taxes at all
and that corporations don’t pay taxes, that people do. So, he wel-
comes the relief of $128 billion off of people by removing it off of
corporations. You share that view?

Mr. TAYLOR. I think if you can find ways to reduce the mar-
ginal tax rates on activities that are helpful to people in the econ-
omy—and that includes a lot of the things that businesses do, in-
vest in capital, invest in equipment so that workers can produce
more and earn more—we should be encouraging that every chance
we get.

Mr. RANGEL. Did the Thomas bill come across your desk at all?

Mr. TAYLOR. The Thomas bill is being discussed right now in
this Committee, and we are very supportive of the activities going
on in this area. I would just urge that whatever comes out that we
focus on the important things, and that is to create jobs and get
this economy going.

Mr. RANGEL. What you are saying, Mr. Secretary—and I want-
ed to get to China—but any tax cuts, you believe, would be of great
assistance for our economic recovery. I thought you would be
stunned by the $128 billion.

Mr. TAYLOR. Congressman, as you know, the efforts to find a
way to resolve the WTO issue are focusing on ways to make up for
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the revenues in one area with others. We are supportive of doing
that as close

Mr. RANGEL. Make up for what revenues? We never lost any-
thing with the WTO.

Mr. TAYLOR. The bills that you are working on now——

Mr. RANGEL. We would have saved $60 billion with the WTO
repair. That is all we had to do there. Instead of that, we are com-
ing back and giving tax cuts to both sides overseas and here, but
you know that.

I am just saying that since that is done, do you believe that with
the economy with what it is, that further tax cuts would speed up
the economic recovery? I get the impression, quite honestly, that
this Administration believes that tax cuts is the answer to eco-
nomic recovery and that deficits really are not on the table at all.

Mr. TAYLOR. We are seeing right now the impacts of the tax
cuts that were passed, and they are very powerful and are making
a difference. This Administration has also made it very clear that
as the economy recovers, the budget deficits will come down, and
are projected to come down, and that is an important part of our
policy as well.

Mr. RANGEL. Not in our lifetime, but I guess later it will. Am-
bassador, do you find the Thomas bill the solution to the problem
that you and Ambassador Zoellick have been wrestling with with
our friends in the European Union?

Ms. SHINER. We are pleased to see that this issue is moving.
Our focus really has been on trying to be responsive to the foreign
sales corporation (FSC) ruling in the WTO and move that forward.
So, the Department of the Treasury has been the lead agency on
it, but we are pleased with the efforts with this Committee and
others, and we hope to get it resolved.

Mr. RANGEL. I can see why they give you people the title of Am-
bassador rather than just regular Secretaries and Deputy Secre-
taries. Thank you, Mr. Chairman.

Mr. CRANE. Thank you. Folks, I think we can wait another 5
minutes, but the bells just went off for a recorded vote on the floor.
Let me yield first to Mr. Shaw, and we may even be able to get
one more on the other side of the aisle before we get over there and
vote.

Mr. SHAW. I hope I have a chance to get around to a question
specifically relating to China, but I think that the observations and
comments by Mr. Rangel deserve a rebuttal from this panel, and
I will use most of my time in order to do that.

We are not only in a world economy, but we are in a world of
competition. We are seeing and we are hearing a lot about it from
both sides of the aisle here, criticism about our corporations and
employers leaving this country because they find a better business
climate in another country.

So, when you start looking at and going through the—each provi-
sion of the bill that this Committee passed just a couple days ago,
you will see that it is more encouraging to stay in business in this
country by the provisions of this bill; that we will become more
competitive on a global basis to be the home base of employers,
which we are now seeing that we are losing to such places as Ber-
muda and Mexico and some of these other places.
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A lot of comment was made regarding the simplification of the
foreign tax credit during the debate. Several observations I think
we should make on that. One, it was bringing about fairness by re-
ducing from nine baskets, a very complicated formula, to one which
was much more simpler and easier to understand. Also it would
tell the corporations that do have subsidiaries in other countries
that they can keep their home base here and get a fair shot on the
foreign tax credit. That is simply a reduction of those taxes based
upon the taxes that they pay in other countries.

We know that—and we heard from the Department of the Treas-
ury at that particular hearing that so much of the reason for hav-
ing those subsidiaries in other countries was more about the laws
and the attitudes in those foreign countries than about the ques-
tion of exporting American jobs. I believe that.

I think it is about time that we look to employers as people that
should be or companies that should be encouraged to expand here
in the United States and we—just as cities do and just as counties
do and just as States do all across this country, they encourage
through tax laws investment within those States. We need to do
that by encouraging investment here in the United States and
growing jobs.

So, the fact that we are helping employers also means that we
are helping the employment figures and we are helping employees,
and that is what we want to do. We want to grow our job market,
and that is a good thing.

I now want to just for one moment outline a situation pertaining
to a constituent of mine that I have talked to Mr. Zoellick about,
and I even brought it up before the Chinese Ambassador, but I get
absolutely—it just doesn’t seem—everybody listens very politely,
but it doesn’t have any effect. I have a longer statement regarding
this that I would ask unanimous consent to place in the record.

Mr. CRANE. Without objection.

[The information follows:]

Mr. Ambassador, I want to talk to you about a trade dispute involving the
Revpower Corp., which was owned by my constituent, Mr. Robert Aronsson. This
matter has been ongoing now for well over a decade, and I ask for your help.

Allow me to briefly state the facts: In December 1989, SFAIC, a Chinese state-
owned corporation, confiscated a factory owned by Revpower. In response, Revpower
sought in 1993 and won a $4.9 million arbitration award from the Arbitration Insti-
tute of the Stockholm Chamber of Commerce against SFAIC.

When Revpower attempted to enforce the award with the Chinese court in Shang-
hai, that court refused to even acknowledge that the suit had been filed for 2 years.
When the Shanghai court finally adjudicated the suit, it was only after SFAIC
transferred its assets to its parent company, The Shanghai Aviation Industry, that
the Court then dismissed Revpower’s suit on that ground that FSAIC had filed for
bankruptcy and accordingly there were no assets against which the arbitral award
could be enforced. Four years later, the Xuhui Bankruptcy Court, found that the
SFAIC and SAIC “conspired maliciously” to evade the enforcement of the arbitral
award by transferring property from SFAIC to its parent SAIC. But by then it was
conveniently too late for the Chinese government to grant any relief to Revpower.

As you are aware, China is required to enforce arbitral awards under the 1958
New York Convention on Recognition and Enforcement of Arbitral Awards. As
SFAIC and SAIC were owned by the Chinese government at the time of the arbitra-
tion award. The Chinese government is bound by treaty to enforce and pay this
award. Moreover, by failing to honor the Revpower award, the government of China
ratified the violative acts of the Shanghai Court and thus breached its treaty obliga-
tions under the New York Convention. The net result is that what was initially a
small commercial dispute has now become a situation whereby the injury to the
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U.S.-owned entity stems directly from the Chinese government’s willful violation of
an international treaty.

This debt to Revpower by the Chinese government has been outstanding now for
over a decade, and with interest, now exceeds $11 million. I contacted the previous
Administration about this manner in writing on four occasions, with little result.
Moreover, I asked your predecessor for her personal assurance that the office of the
U.S. Trade Representative would vigorously pursue this matter with the Chinese,
during a Ways and Means hearing in 2000, but nothing transpired.

Therefore, Mr. Ambassador, can you appoint a representative in your office to look
into this matter, with the hopes of resolving this problem, instead of just endlessly
managing a problem? China is ignoring its international treaty obligations, and
small American businesses are getting financially hurt. I urge you to be aware of
the overall problem of the Chinese ignoring international arbitral awards. I implore
you to use your office to work with your Chinese counterparts to finally bring clo-
sure to this matter. Thank you.

Mr. SHAW. To summarize, in December 1989, Shanghai Far
East Aero-Technology Import & Export Corp. (SFAIC), a Chinese-
owned—state-owned corporation confiscated a factory owned by a
company by the name Revpower. In response, Revpower sought in
1993 and won a $4.9 million arbitration award from the Arbitra-
tion Institute of Stockholm against SFAIC. The Chinese courts re-
fused to enforce this award and the officers of the state-owned Chi-
nese corporation then proceeded to deplete the company of its as-
sets. This was flagrantly done, despite the fact that China is re-
quired to enforce arbitration awards under the 1958 New York con-
vention on recognition and enforcement of such awards.

Ambassador Shiner, you spoke of the rule of law and respect of
the rule law of other countries, and that is something we have to
be very much concerned about. I don’t know if you have any per-
sonal information or knowledge of this case. I would doubt that you
do, but you are shaking your head yes, so maybe you do. I hope
this will stay on the radar screens in our negotiations with China.
If you care to comment on that.

Ms. SHINER. I am aware of the case and will continue to follow
and work with you to resolve it. I will just say that on your earlier
point about wanting to keep jobs in the United States, I think ulti-
mately the U.S. market will remain incredibly strong just because
we have the kind of infrastructure that we have built over 250
years that provides for a fair and judicial system, transparency in
our laws, and regulations. It is America’s strength.

As we move more into a global economy, more and more compa-
nies are going to remember why ours is a country you want to do
business in: because our courts are so responsive. We do have a
problem in China with the court system. A number of our compa-
nies report that, and it is one of the issues we will continue to
press with China.

Mr. CRANE. Folks, let me tell you we have one 15-minute vote
on the motion to adjourn, but there will be 5 minutes of debate and
then three recorded votes after that. So, we will have a little time
off here, and I hope I can get all of you back here after we finish
voting. We will stand in recess subject to the call of the Chair.

[Recess.]

Mr. CRANE [Presiding.] Folks, we are going to be interrupted
again they say within probably about a half an hour. So, while we
have at least some Members here, let me yield at this point to our
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distinguished colleague on the other side of the aisle who is active
in our trade issues, Sandy Levin.

Mr. LEVIN. Thank you. Thank you, Mr. Crane. We appreciate
your waiting around for us here. You are all busy, important peo-
ple. Let me just indicate as I talk to companies, workers, col-
leagues, I must say what is missing in Washington, and I think in
your testimony is a sense of urgency. Let me just give you a few
illustrations. Dr. Mankiw, you—one of you talked to Mrs. Johnson
about what was happening in her district. There’s been a similar
dynamic in other districts. When you say trade is win/win; you
can’t say that to companies and workers that have been displaced.

I don’t know why we use that language. You can favor expanded
trade, feel the need to shape it, and not say it is win/win. I think
that is especially relevant because I went over your five sectors, Dr.
Mankiw, and it is interesting, when you look at what China has
exported to the United States, that after toys, the next three are
in the five sectors you mentioned: office machinery and computers,
telecom and sound recording equipment, and electrical machinery.

So, more and more the competition from China is in the higher
tech, the higher value added products. So, while it is true that pro-
ductivity accounts for a lot of what we have seen, I think everybody
has to expect that competition with China is going to be increas-
ingly in those five sectors you mentioned. Isn’t that true? That is
the trend line, isn’t it, away from footwear and toys being number
one and two, and away more than anything else?

Dr. MANKIW. Let me respond to several things you said. I think
when I say trade is win/win, I mean that allowing for free trade
can sort of raise both countries’ levels of economic prosperity, but
you are absolutely right that the adjustment to that does cause
workers to suffer some dislocations. I do talk about that in the
written testimony as well. There are a variety of policies the Ad-
ministration has pursued to address that issue. We have institu-
tions like unemployment insurance, trade adjustment assistance,
and the President has proposed personal reemployment accounts.
The purpose of these kind of things is to help workers make the
transition from certain industries to other industries, so that we
can take advantage of what economists call the gains from trade,
something that economists have understood really since Adam
Smith.

Mr. LEVIN. How about shaping the terms of trade themselves?
If you tell workers we will see you at the unemployment office, and
we won’t try to shape the terms of trade so there is some kind of
balance; and if I might, just because the green light does turn to
yellow, let me give you another example. I just did. Currency. Sec-
retary Taylor, I must confess, anybody reading this report that
came out today is going to—I think most people would be very dis-
appointed.

As to Japan, you say the Japanese have stated that their inter-
vention is carried out when excess volatility or overshooting is ob-
served in the markets. Then you say you are actively engaged.
They may say that, but aren’t they rigging the market? When they
spend trillions of dollars of yen to buy dollars, they are—it isn’t
just to react to excess volatility or overshooting. Isn’t that true?
Why do you say—why are you so soft?
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With China, you just say it is not appropriate, but not anything
you will do about it. What is the hesitation to say to Japan, stop
intervening to keep your yen at a position that you gain a major
export advantage? Why not say that?

Mr. TAYLOR. We are engaged in discussions all the time with
:ée}tlpan, and as this hearing has indicated, as we indicated with

ina——

Mr. LEVIN. Why not say it in this report?

Mr. TAYLOR. The report is a factual description of the interven-
tions that have occurred. It is—they are given there, the numbers
are given there. There is a statement about what the Japanese,
how the Japanese describe it.

Mr. LEVIN. How about how we describe it?

Mr. TAYLOR. It is a statement about our engagement with them
which is substantial and active and will remain so.

Mr. LEVIN. Okay. So, how do you describe it—and then my time
is up. How do you describe the Japanese intervention in the mar-
ket?

Mr. TAYLOR. Well, it is described in the report. It is factually
described, and it is a way which I think is the best way to do it.
What we have done is focus on the things that Japan needs to do
to grow more rapidly so it creates global growth and that is—those
are financial issues. For example, reforming the banking sector, for
example, creating more liquidity. That will create growth in Japan
and help jobs in the United States. Just if I could say one thing
on China, very specific, in your opening remarks, sir, you mention
this auto financing issue.

One of the things that we have just accomplished in our talks
with China is—and this is an October issue, is they have agreed
on the auto finance to regulations issued to allow non-bank institu-
tions to provide auto financing. So, that is a very specific thing
they have done in response to the discussions we have had with
them. It is urgent, and it goes to the kind of issues that you are
raising.

So, I think if you are looking at the progress we are making in
our talks, they are substantial and they are specific and they are—
we are making progress using the approach that we are taking
now.

Mr. LEVIN. There is so much left undone. You don’t give a sense
of urgency to people who want to hear it. Thank you.

Mr. CRANE. Mr. Houghton.

Mr. HOUGHTON. Thank you very much, Mr. Chairman. Sorry
again for the delay. Just a couple of points. I wonder whether we
aren’t being softies in this country. The other countries seem to be
blocking off or not allowing Chinese goods to come into their coun-
try, and we seem to be the open sesame. We seem to be the place
where the exports go to make up the difference. I always remem-
ber, Mr. Levin and I were talking about the Japanese situation,
where something like 25 or 30 percent of Third World exports came
into our country, and only 6 percent came into Japan. I wonder if
the same phenomena isn’t at work here with China, that we are
opening up our markets. We are not demanding very much for it,
and the others are really closing their markets. Can you comment
on that?
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Ms. SHINER. If I could comment. First of all, on the percentage
of GDP attributable to imports, it is very interesting to note that
China, it is about over 22 percent of their GDP is attributable to
imports, ours about 11 percent, Japan about 7.6 percent. So, we are
right about in the middle of that. Part of the reason that we import
more than Japan does right now is our growth in this country has
been much higher. Japan’s economy has been very flat. If you look
at the history of China’s accession into the WTO, for example, it
was the United States who really wrote into the accession agree-
ment all of the tough provisions. We were the leaders in that.

We have been the ones who are really monitoring this most effec-
tively. I just had meetings in Japan where we had a dialogue on
their concerns and our concerns, and we were way ahead in moni-
toring and enforcing and working with China across the board on
these issues. So, I don’t really find that there are other countries
in the lead on this. At the WTO and others, it is often us driving
these. On IPR, it is the United States driving this issue globally.
We are absolutely the leaders on enforcement of IPR. So——

Mr. HOUGHTON. I guess what I was getting at, maybe I didn’t
express myself clearly, that China has a negative trade balance
with many countries. Not so with us. Why is that?

Ms. SHINER. With the United States?

Mr. HOUGHTON. No, well. Not the United States.

Ms. SHINER. They are current accounts basically.

Mr. HOUGHTON. Yes. Right. In other words their exports are
coming in here but they are not going to other countries, or if they
are, they are being offset with imports. Why is that phenomena?
Why are we so unusual here?

Ms. SHINER. It is very interesting. If you look at the percentage
of our imports from northeast Asia, China, Japan, Korea and Tai-
wan, it is less today than it was in 1990. What you have seen in
many, many products is a shift from us importing from Taiwan and
Korea and Japan in a number of product lines going to China, but
the overall numbers are actually I think it was 27 or 29 percent
in 1990, now it is 27 percent.

So, we are actually not importing that much more. I think our
real problem is that the export opportunities for the United States
have been very slow because of slow global growth. So, our key
trading partners like Japan need to grow more.

Mr. HOUGHTON. So, what you are saying is that the European
countries, or other countries dealing with China, have a balanced
in and out so there is not a big difference the way it is in the
United States because of their exports. Where we fall down is be-
cause we don’t have similar proportional exports; is that right?

Ms. SHINER. Well, Europe also has a trade deficit. I don’t have
the figures right here with China. Their numbers are different
than ours, but the effect or the size of it is quite impactful for them
also. We need to close our deficit with China.

Mr. HOUGHTON. Now that is a given. That is a given, but I just
don’t understand the phenomena that the disproportion between
imports and exports with China for the United States is so dra-
matically different than it is in most other countries.

Ms. SHINER. Well, right now we are buying the worlds’ goods.
The growth in our economy has benefited the countries that are
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doing this because we have a lot of the consumer demand. So, in
Congressman Levin’s district is the headquarters of K-mart. We
have Wal-Mart, and you look in those stores, they are filled with
these goods that benefit our consumers, but it also creates a prob-
lem when our other trading partners aren’t also buying key U.S.
goods because of slow growth.

Mr. HOUGHTON. Thank you, Mr. Chairman.

Mr. CRANE. Ms. Dunn.

Ms. DUNN. Thank you very much, Mr. Chairman. Are you hear-
ing me through this microphone? Let me try this one. Thank you.
I am sorry I missed the earlier part of this hearing due to all sorts
of things, including a markup in another Committee. I am sorry.
I apologize if I am asking you to repeat yourself. I am interested
in pursuing the line of questioning having to do with IPR enforce-
ment.

A few years ago when I first went to China, and I am in a dis-
trict where I represent Microsoft, there was something close to 99
percent piracy of intellectual property. I am wondering how China
is doing on its way to acceding to the WTO in that area. In the ad-
ditional agreements that we have drawn up with China, how are
they performing? I might ask anybody who is involved, but particu-
larly the Ambassador.

Ms. SHINER. I had reported earlier in my opening statement
that we have made, I think, some real progress in this area in this
sense. When I was in China we have been raising this issue, and
they have told us and we have met with Vice Premier Wu Yi that
she will be in charge of a leading group on IPR enforcement. This
is significant because we think a necessary condition for them get-
ting on top of this problem, not sufficient, but necessary is high
level attention and a commitment from the top to get this done.

So, we feel her involvement with this will be very important and
we have met with her on this. In IPR, there is kind of three levels
we are working on. One, we have rampant IPR violations through-
out Asia and around the world. So, one question, one area we are
working with all our trading partners there is to look at best prac-
tices and to work with those countries that have gotten on top of
this problem and to share those best practices with our trading
partners in Asia.

So, for example, we have been working with our industry and it
turns out that Hong Kong has really turned a negative spiral on
IPR around and gotten on top of their situation with very innova-
tive measures. I will be going to Hong Kong in 2 weeks to study
their methodology and then proceed on to Beijing for a day of dis-
cussions and negotiations on IPR issues, where we will be talking
about these best practices and recommending efforts they can take
to get on top of this situation.

In addition, we have been reviewing their laws and there are a
number of areas, especially in the area of penalties, deterrent pen-
alties, that are deficient. So, we are working with them to make
recommendations and seek improvements in those areas. In addi-
tion, this problem takes place at the provincial level. So, part of
what we are doing is working also on the provincial level and mak-
ing the case that if certain provinces in China can get on top of this
issue it will be a comparative advantage for them because right
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now there are a lot of U.S. companies that don’t want to do busi-
ness there because they are afraid their property will be stolen.

So, we had discussions with a governor of a province in northeast
China about this and suggested that they really set a model and
a pace in China for others to be able to emulate. So, we feel we
have got to work on the national level there, on the legal level and
on the provincial level to get on top of this.

In addition, to making the case that if they can’t get on top of
the problem, we will have to take stronger action.

Ms. DUNN. What would that action involve?

Ms. SHINER. There are, as you know, a number of tools that are
available to us—enforcement measures—and we would be looking
at what would be most appropriate. We do feel that with Vice Pre-
mier Wu Yi’s attention to this, that we have really got some trac-
tion now and some possibility to work with them across the board
on getting on top of this situation.

Ms. DUNN. Thank you very much. That will be of great interest
to me as we pursue their accession to the WTO. Thank you, Mr.
Chairman.

Mr. CRANE. Ms. Tubbs Jones.

Ms. TUBBS JONES. Thank you, Mr. Chairman. We only have 5
minutes so I am going to try and ask short questions to get short
answers, if that is possible. I have recently been visiting businesses
in my Congressional District after my appointment to the Com-
mittee on Ways and Means, including those in the northeast Ohio
region. I visited Central Brass that makes little faucets. This com-
pany went from some 480 employees with three shifts down to 80
employees with one shift. I asked the man what he thought his big-
gest problem was, and he said China. I went to visit Rockwell
Automotive, which is a multinational company doing very well and
doing—enjoying the whole international relationship.

Then I went to Goodyear, which I am sure you know is the last
remaining American manufacturer of tires. Tell me—let me start
with Mr. Shiner, what should I be telling the—not Mr. Shiner, Ms.
Shiner, the Honorable Shiner. I should be telling the man at Cen-
tral Brass about what you are doing to assure that a little company
like Central Brass should be able to stay in business while we are
doing business with China.

Ms. SHINER. I find with the issue of trade with China we really
have to take it company by company, and I am willing to work with
you to figure out the case of each of those companies that you have
mentioned. I am not sure, because I haven’t looked at those cases,
what the import figures are, what we are facing. I will tell you this,
if there are unfair trade practices involved, we will act on those.

So, what I would suggest is that I follow up with you on those
cases and we figure out what is at work there.

Ms. TUBBS JONES. That would be wonderful. In response to
Ms. Dunn’s question, you said there are tools for enforcement, and
we are going to figure out which would be the most appropriate.
What is the most severe tool that you could use against a company
that is operating inappropriately from the Chinese government?
What is the most severe tool?
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Ms. SHINER. Well, we have the ability to bring cases in the
WTO, to pursue that. We also have the ability, if there are unfair
trade practices involved, to block imports.

Ms. TUBBS JONES. What has our record been with cases in the
WTO?

Ms. SHINER. Overall? Not regarding China?

Ms. TUBBS JONES. Let’s talk about China.

Ms. SHINER. Okay. Since their accession was only 2 years ago,
we haven’t pursued any cases in the WTO. What we have done is
work across the board with our transitional review mechanism
(TRM) in the WTO to bring up cases where we have enforcement
issues and to work with them to implement them. So, we are work-
ing in the committees, the regular committees at the WTO to pur-
sue those cases.

Ms. TUBBS JONES. Our record has not been very good, has it?
A yes or no?

Ms. SHINER. I think we are early in this relationship. We are
coming up to the 2-year anniversary. I do want to say:

Ms. TUBBS JONES. You know what? I really appreciate your re-
sponse, but I would like to go to Dr. Mankiw, if you don’t mind.

Ms. SHINER. Okay.

Ms. TUBBS JONES. You said in order to improve or increase
jobs in the United States, we need to push the accelerator. What
do you mean by pushing the accelerator, sir?

Dr. MANKIW. The economy has just recently gone through a
very difficult business cycle, a series of adverse shocks that in-
cluded the end of the high tech bubble, the corporate governance
scandals, 9/11, and slow growth abroad, which has

Ms. TUBBS JONES. Okay. I know all that, but what is the
“pushing the accelerator”?

Dr. MANKIW. Well, the tools, the standard tools for stimulating
the economy are monetary and fiscal policy, and over the past few
years, we have seen monetary and fiscal policy acting hand in
hand. The Federal Reserve’s series of interest rates cuts and a se-
ries of tax cuts that the President proposed and the Congress
passed are

Ms. TUBBS JONES. So, I have—in Cleveland, Ohio since 2001
we have lost 50,000 jobs. In the State of Ohio since January 2001
we have lost 150,000 jobs. When we push the accelerator, what can
I tell these people who are unemployed and who don’t expect to get
any extension of their unemployment what the accelerator means?
Is it 2 months, 10 years, or 5 months?

Dr. MANKIW. Well, I think today we saw some of the effects of
the monetary and fiscal stimulus.

Ms. TUBBS JONES. What does the accelerator mean in months?
What do I tell my constituents, in 10 months you are going to have
a job?

Dr. MANKIW. I think what you can tell them is that the Con-
gress and Administration and the Federal Reserve are acting to get
the economy going after a series of adverse shocks.

Ms. TUBBS JONES. Tell them don’t hold their breath, right?

Dr. MANKIW. Pardon me?

Ms. TUBBS JONES. Tell them don’t hold their breath.
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Dr. MANKIW. No. I think you should tell them that the economy
is now growing very rapidly. We just saw the best quarter for GDP
growth in almost 20 years.

Ms. TUBBS JONES. You can’t put it in a monthly term for me
to help these people who don’t have any money.

Dr. MANKIW. Traditionally there is lag between what we see in
real GDP, and what we see in the labor market. So, one should
fully expect by the end of the year to see some robust employment
growth.

Ms. TUBBS JONES. Robust employment growth by the end of
the year, for Christmas?

Dr. MANKIW. I believe we will, yes.

Ms. TUBBS JONES. Okay. Thank you, Mr. Chairman.

Mr. CRANE. Mr. Foley. Oh, I am sorry. Mr. English.

Mr. ENGLISH. Close call. Thank you, Mr. Chairman. I want to
thank this panel for testifying. I must say, as I listen to some of
the concerns from some of my colleagues on the other side of the
aisle, I have to sympathize with them because I think we are at
a very difficult time in our trade relationship with China. People
in northwestern Pennsylvania are experiencing the same thing that
people in northeastern Ohio are. With that in mind, I think it is
very important that we get to some of the core issues in this conun-
drum of China trade. Mr. Taylor, I think that you touched in your
exchange with Mr. Levin on the report that was released today on
iél}‘zernational economic and exchange rate policies with regard to

ina.

As T understand it, while the 1988 Trade Act (P.L. 100—449) pro-
vides some technical requirements for what you have got to find in
order to claim there is currency manipulation. It is fairly clear that
the Department of the Treasury’s policy in meeting with China, the
President’s policy in meeting with Chinese leaders, and the USTR’s
policy is that China needs to reform its monetary policy. I realize
that you came out today with the same finding the Department of
the Treasury has made for the last 10 years. Is it not fair to say
that Department of the Treasury is on record saying there is a
problem with the way the yuan is fixed and that until there is a
float or some other reform of the policy, that this is going to be a
fundamental problem in our trade relationship with China?

Mr. TAYLOR. Yes, sir. The report does indicate that this is not
the kind of policy that we recommend for large economies like
China, and we are working with them right now to help them move
off this policy, and they have indicated that they would like to
move off it in the time lines that they will have to determine them-
selves. We are very actively engaged on this issue with them.

Mr. ENGLISH. Mr. Taylor, last night the U.S. House of Rep-
resentatives passed a resolution on this subject with only one dis-
senting vote. I think it gave the Administration the ammunition to
go back to the Chinese with a very powerful message. Is the Ad-
ministration going to follow through and deliver to the Chinese the
message that the Federal government is united on this issue?

Mr. TAYLOR. We will and have. We are going to continue to
work the way we have and get the progress we are doing at many
levels. You also mentioned the President, the Secretary of the
Treasury, the U.S. Trade Ambassador, the USTR, and the Sec-
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retary of the U.S. Department of Commerce. Everyone is engaged
on this, and we appreciate your support.

Mr. ENGLISH. Ambassador Shiner, in your testimony, you say
that one of the areas the Administration is pressing to move for-
ward with improving trade relations with China is in the enforce-
ment of U.S. trade remedies. We have heard many statements
today, and we are going to hear some more tomorrow of unfair and
possibly illegal Chinese trade practices. You touched on this with
Ms. Dunn, but clearly, there is some evidence of discriminatory tax
policies like the VAT, dumping violations of IPRs, counterfeiting
subsidies, monetary policy, and a plethora of technical barriers to
trade. In your view, and can you be a little more specific in your
testimony, which trade remedies in the U.S. trade remedy law ar-
senal would you think to be the most appropriate for the violations
that we have listed here. Some of which I think are included in
your testimony?

Ms. SHINER. I think as we look at the range of issues that you
have addressed for example, on the VAT issues, we have been
working with China on that. We have made clear our concerns
about the discriminatory application of the VAT. Hopefully we will
be able to bridge those differences. In every case, we hope to be
able to work with them and we are actively engaged specifically on
that. If not, we have the ability to bring cases in the WTO. We are
committed to using the tools available to us. We have section 301,
and we have got antidumping rules that we use.

Mr. ENGLISH. Within the range of options that the WTO pro-
vides us, would the Administration be open to considering a not
necessarily China specific, but a strengthening of our trade laws in
order to clarify some of those remedies and maybe make them more
effective and more surgical?

Ms. SHINER. I don’t know in the case of China and the cases
you have raised that we don’t feel that the tools would be available
to address it. I think we feel that on them we have not yet come
to the point where we are convinced we won’t get the results that
we want. In a number of the issues you raised in November, we
will be taking an assessment, particularly on the VAT issue as to
whether or not we are going to make progress.

So, I think we feel we have a range of tools available. We nego-
tiated in some special tools in the accession package and we are
looking at the areas that we have difficulty and continuing to press
hopefully getting resolution. I will tell you that the high level en-
gagements in China, I think, have really upgraded these issues
across the board.

Mr. ENGLISH. Well, I thank you and I think it should be noted
at this point that many of the tools that are in the accession pack-
age are the result of the efforts of Mr. Levin, and I don’t believe
he is here any longer, but I salute him.

Ms. SHINER. Yes, he is.

Mr. ENGLISH. Thank you.

Mr. CRANE. Mr. Foley.

Mr. FOLEY. Thank you very much, Mr. Chairman. In the U.S.
General Accounting Office (GAO) report, it speaks almost specifi-
cally to the problem. The comprehensive scope and complexity of
Chinese, WTO accession agreement presents two main challenges



44

for successfully monitoring and enforcing China’s compliance. First,
the broad scope of the agreement which covers numerous aspects
of China’s trade regime and market access commitment for goods
and service make it difficult to determine if each commitment has
been fully implemented. I am sitting here with my phone and I see
the battery is made in China. The phone’s made in China. On July
4th they hand me a flag to wave made in China. You ask yourself
a basic question. Are we afraid to enforce the basic tenets of some
of these agreements with China? Now, specifically, I understand
China’s in violation of WTO commitments relating to protection of
intellectual property. Their criminal law doesn’t meet the stand-
ards laid out in the WTO Agreement on TRIPS. They haven’t deliv-
ered on their promise in their protocol of the session to lower the
criminal threshold for initiating private piracy cases and the pros-
ecution rarely brings criminal prosecution. When is the USTR plan-
ning to initiate a trip dispute settlement case against China.

Ms. SHINER. Congressman, we are actively engaged with China
on these issues. We do feel that if we can get results and again,
we now not even 2 years into this accession process, but if we can
get the results through those mechanisms that this will be the best
methodology. If we bring a case it is not necessarily going to bring
the kind of systemic changes we need to see now. So again, I think
our current tactics are working with Vice Premier Wu Yi. We are
getting attention at the top level and expect to see the enforcement
and upgrading of their laws across the board.

I am going to spend 2 days in China on these issues in Novem-
ber. We do feel we are getting much higher level attention to it,
and if our results are not sufficient, we will need to act in a strong-
er way. Again, even if we bring a case, we are going to continue—
have to continue—with them to build in the kind of best practices
and to get the kind of laws that will make this happen. So, we do
feel that we have made progress in getting their attention on these
issues. We do feel we are engaged we have done some capacity
building with them. I feel it is important that we are getting in-
volved with our neighbors in Asia to work with them on best prac-
tices. We take it very seriously. We understand the piracy rates.
They have agreed to work with us on individual cases. We feel that
they are putting attention we need on this, but if not, we will move
where we need to.

Mr. FOLEY. I know Ms. Tubbs Jones mentioned some concerns,
Ms. Dunn mentioned concerns and the American public is growing
more impatient because they feel like by the time any of these
agreements are truly enforced, our own manufacturers will be long
gone. China does continue to impose heavy barriers to the import
distribution of American films, music books, and other copyrighted
goods and services.

For example, only state-owned companies may publish sound re-
cording. Only a handful of Chinese companies designated by the
government may distribute foreign films. Foreign programs are
banned on prime time TV. Foreign investment is totally prohibited
in some sectors and restricted to a minority share in others. It is
impossible to win the fight against piracy unless a lot more legal
product is allowed into the market. I know in Florida, not just the
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entertainment industry of which I am Chairman of the Entertain-
ment Task Force, but also I am very concerned with citrus.

Every time we talk to them about citrus, they raise a red herring
about phytosanitary. It seems like we are being constantly deluged
with their goods, and then we are finding fire walls put up against
ours. So, I want to be emphatic here, and I think my colleagues
have been. I know the public is getting very leery of picking up
every product in their grocery store or in their supermarket, their
soft goods store and finding made in China. So, unless we are going
to have a legitimate way in which to conduct an oversight of our
activities with them, there is going to be horrific problems here do-
mestically.

Ms. SHINER. Yes, and you know we have raised this at the
highest level there. It has been raised across the board there. We
will continue to do so. They are very clear at this point that if we
do not see improvements, if we do not see improvement across the
board systemically, I mean, traditionally in the past China has
dealt with pressures in their trade relationships with big purchases
or other things. What we have made clear to them is we need sys-
temic across the board action.

China’s not a startup, it is a turn-around. This is a country that
is comprised of state-owned enterprises. They do not—they have
not had these mechanisms in place. They have changed over a
thousand laws and regulations in the past 2 years with the WTO
accession. There is much more to be done and we have made it
clear to them that despite the magnitude of the task, we are going
to need to see results across the board in these areas or else we
will have to move to stronger measures.

It was clear earlier this summer that the honeymoon was over
as far as a waiting period for them to be able to enact all these.
It is a massive task. There are, as you just pointed out, sweeping
concerns across many areas. In a way China, because of their own
success, is going to be held to a high standard very quickly. If they
weren’t exporting so much to the United States it wouldn’t matter
so much, but a lot is at stake. A lot is at stake in every single dis-
trict here. They are very competitive, and so even though their task
is massive, we are holding their feet to the fire and we need to.

So, I will tell you that I really do feel that the tone in our busi-
ness community has changed since the summer. There was a feel-
ing that it would take them a year to 18 months to get their act
together on the accession commitments. The tone has changed. Our
tone has changed also. We hear the urgency of it. I will tell you
that they are under no misapprehension about the level of concern
here in the United States and the task at hand. We presented to
them very clearly the priority areas that need to be addressed. We
are looking not only at concerns that are already in existence, but
upcoming deadlines in their accession commitment that cannot be
missed and making sure that those are on track also.

Mr. FOLEY. Mr. Chairman, would you indulge me for one more
question?

Mr. CRANE. No. The time of the gentleman has expired, and I
would like to yield to Mr. Becerra.

Mr. BECERRA. I thank the Chairman. I appreciate the testi-
mony that we have received, and it is certainly difficult given inter-
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national circumstances, to deal with countries. We can’t govern in
those countries. We can’t change their laws. We can’t ask them to
be democratic, and so sometimes it is tough even with partners
that do a great deal of trade with us and where they get a great
deal of benefit from American money going to buy their products
or American products helping them continue to build their own in-
frastructure.

So, I appreciate what the Administration does, what our trade
representatives do, what all of our folks do and have done for ages
to try to give America the best posture it can have when it comes
to competitive trading. This is where, Ambassador Shiner, I have
to say that when you mention you are trying to hold the Chinese’s
feet to the fire, quite honestly, I don’t think you have to do that
because I think the Chinese Government is doing that to its own
people right now.

When they pay on average industrial northeast China, 60 cents
an hour for their workers, we don’t need to hold the feet over the
fire because those feet are being held over the fire by those who
are willing to pay people an average of 60 cents an hour.

That is about 2 percent of what we pay American workers in the
manufacturing sector. So, what that tells us is that they get to
work for 50 hours. They get to work one person for 50 hours to just
meet the wage that we would pay for one worker working 1 hour.
There is no way that we could ever compete with them on those
terms. I don’t care how many feet we hold over the fire in the Chi-
nese Government, we are never going to be able to compete under
those terms.

Perhaps that is why we have a trade deficit simply with China
that is as we have indicated over $100 billion for this coming year.
A total global deficit in trade of approaching $500 billion and no
end in sight. Then we turn to the, what I believe are the effects,
jobs in the manufacturing sector lost in this country, just in the
last 3 years, California, my State, close to 300,000 jobs in manufac-
turing.

Illinois has lost close to 126,000 jobs in the last 3 years. Michi-
gan, about 127,000 jobs in manufacturing. In New Jersey, 63,500
Americans left without a job in manufacturing. In North Carolina,
145,000 lost their job in the last 3 years. Ohio, close to 152,000 per-
sons in Ohio have lost their jobs in the last years in manufac-
turing. Pennsylvania, more than 132,000 Americans have lost their
jobs in manufacturing. Wisconsin, more than 73,000 Americans
have lost their jobs in manufacturing in the last 3 years. With this
economic recovery coming in, and perhaps it is there and I know
that Mr.—I think it is Dr. Mankiw who mentioned that was on its
way.

Let me ask this question: do you believe that these States, the
Americans in these States that I have mentioned who have lost
their jobs, will recoup these lost manufacturing jobs any time soon?
If so, when?

Dr. MANKIW. I do believe the economy is recovering, and you
are absolutely right that manufacturing has been hit particularly
hard in this business cycle. The reasons for that——

Mr. BECERRA. Doctor, let me say, I have a—the hundreds of
thousands of folks that I just mentioned, the millions, the 2.5 mil-
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lion who have lost their manufacturing job in the last 3 years can’t
ask this question and we have 5 minutes to ask questions. So, my
question to you is if you could talk to those 2.5 million Americans
who in the last 3 years in this country have lost their jobs in man-
ufacturing, can you tell us will they recoup their jobs, and if so,
when?

Dr. MANKIW. I think some of them will recoup the same jobs.
Some of them will recoup other jobs. I think we will see job growth
soon. I think the data that we saw today was extremely promising,
and the GDP growth is also a leading indicator of job growth. I
think we will see a robust job growth going forward.

Mr. BECERRA. Now this is the growth that showed the budget
deficit was $80 billion less than we had anticipated which is good
news. So, we are obviously seeing more economic activity. That is
the good news. The bad news of course is that even though the
budget deficit is $80 billion less than we thought it would be for
the fiscal year, it is still going to be a record $470 billion in deficit,
the largest deficit we have seen in the history of this country. So,
while it is pretty good news that it is not an additional $80 billion
on top of that, we still have problems.

In fact, unless things have changed, my understanding is that
next year we are projecting a budget deficit of close to $500 billion
in this country, which really straps us in what we can try to do
to try to encourage the growth of manufacturing jobs in this coun-
try. So, I guess my appeal to you is that as I said at the very begin-
ning, we are somewhat tied in.

Mr. Chairman, I will close with this final remark if I may. I
know we are kind of strapped, and I appreciate what you do. I
think everyone would acknowledge that everyone, whatever the Ad-
ministration stripe is, you fight for American jobs where you can,
but please use the tools that you have. You mentioned you have
tools. Use them. I think the Chinese will learn. They know how to
negotiate. Let them learn, but let’s use our tools. I thank you very
much for all you have done.

Mr. CRANE. Yes. All right. What I would like to do—you have
got just one quickie question, do you, Mr. Pomeroy? All right. You
go forward with yours quickly.

Mr. POMEROY. Ambassador Shiner, I would just remind you
that in my view, the WTO, the favored trading status of China
would not have passed Congress but for the support of rural Mem-
bers. So, we are very eager for aggressive oversight by the USTR
to make certain China is complying with their WTO commitments
especially relative to agriculture and our exports there. I also have
recently learned of the case of, as we wrestle with are they embrac-
ing rule of law as conventionally understood in our country and in
our Congress, I have been told of the case of Yang Long, a Chinese
entrepreneur whose automotive company, Brilliance China, was al-
legedly seized by the Governor of a Chinese province without com-
pensating the owner. This is very in consistent with the—what we
are hearing in a more broadly stated efforts of the economic reform
underway in China. I understand it is working on a draft law to
address abuse by government entities when they are market par-
ticipants. I would certainly hope that the USTR and other U.S.
agencies talking to China will encourage them to get on top of this
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situation if they want to encourage investment as well as let their
own entrepreneurs flourish.

Mr. CRANE. Mr. Tanner.

Mr. TANNER. Thank you very much, Mr. Chairman. I will be
brief. I want to submit some questions for the record, if I might.

Mr. CRANE. Without objection so ordered.

Mr. TANNER. One of the matters that troubles me greatly is our
deteriorating financial situation and the amount of money we are
borrowing. China has increased their purchase of our debt 78 per-
cent, and along with Hong Kong, now owns almost $200 b